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A WAGES POLICY FOR AUSTRALIA* 
I 


It is widely recognized to-day that one of the undesirable by- 
products of a high level of effective demand is the tendency for 
wages and prices to spiral upward. Indeed, this inflationary tendency 
may be set in motion even when a substantial number of people are 
still unemployed. This raises the question of the desirability of 
formulating a wages policy which would help to check an inflationary 
rise in prices and incomes and which would promote a desirable 
distribution of labour. However, apart from a brief reference in 
the Australian White Paper on Full Employment (May, 1945) to 
the desirability of workers receiving ‘‘a fair share of increases in 
productivity’? and a warning against sectional pressures for wage 
mereases, there has been no official statement in Australia about 
a wages policy. 

The British Government’s intention to implement a wages policy 
was crystallized in a Statement on Personal Incomes, Costs and 
Prices. After emphasizing the dangers of inflation to the balance 
of payments problem, the Statement points out: ‘‘It is essential, 
therefore, that there should be no further general increase in the 
level of personal incomes without at least a corresponding increase 
in the volume of production . ... The last hundred years 
have seen the growth of certain traditional or customary relation- 
ships between personal incomes—including wages and salaries—in 
different occupations. These have no necessary relevance to modern 
conditions. The relation which different personal incomes bear to 
one another must no longer be determined by this historical develop- 
ment of the past, but by the urgent needs of the present. In the 
changed world of to-day and with our present economic difficulties 
these old relationships of income must, where necessary be adapted 
to conform to the national interest. Relative income levels must 
be such as to encourage the movement of labour to those industries 
where it is most needed, and should not, as in some cases they still 
do, tempt it in a contrary direction.’’ 


*I am indebted to Professor W. Prest for reading an early draft of this article and 
making useful comments on it. 


1. Cmd. 7321, Feb., 1948. 
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In a more direct reference to wages, the Statement goes on to 
say: ‘‘There may well be cases in which increases in wages or salaries 
would be justified from a national point of view, for example, where 
it is essential in the national interest to man up a particular under- 
manned industry and it is clear that only an increase in wages will 
attract the necessary labour. It does, however, follow that each 
claim for an increase in wages or salaries must be considered on its 
national merits and not on the basis of maintaining a former rela- 
tivity between different occupations and industries.”’ 

The stress of the British Statement on relative wages is welcome. 
There is a danger that undue emphasis on the general level of wages 
in relation to general productivity may hide the significant place of 
relative wages—the relationship of wage rates between industries 
and occupations—in a full employment economy. Movements in 
the index of general wage rates may occur with different effects on 
relative wage rates. An equal percentage rise in all wage rates 
would raise the index of general wage rates with no change in 
relative wage rates. But a flat-rate increase in all wage rates (as, 
for example, when the basic wage is increased) will raise the general 
wage rate index but will also produce an alteration in the relative 
wage structure by narrowing the relative gap between skilled and 
unskilled wage rates. The rise in the index of general wage rates 
will be accompanied by a change in relative wage rates if the wages 
in certain industries are raised, wages elsewhere remaining constant. 
On the other hand, compensating changes in relative wage rates may 
leave the general wage index unchanged. 

It is proposed here, first to outline a desirable policy for 
relative wage movements, and in so doing, to discuss the basis on 
which it rests; and second, to examine the problems that arise in 
the application of such a policy in Australia under the present 
conditions of full employment. 





II 


First to formulate a policy for relative wages. Briefly sum- 
marized, the solution? offered by economic theory under the extremely 
simplified assumptions of perfect competition in the labour and 
product markets is that the wage rate for any particular grade 
of labour should be equal to the value of its marginal net product ;? 
and that the distribution of any particular grade of labour should 
be such that the value of its marginal net product should be equal 


2. Cf. A. C. Pigou, Economics of Welfare (London, 1946); J. R. Hicks, Theory of 
Wages (London, 1935) ; International Labour Conference, Wages, General Report, 1948. 

3. The value of the marginal net product of a given grade of labour is the increment 
of the value of output “‘caused by employing an additional unit of this particular grade of 
labour with the cag are addition to other factors, less the additional cost of these other 

factors.” —J. nomics of Imperfect Competition, p. 289 (London, 1936). 
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in all uses. Further, allowance is generally made for the cost of 


to movement from one job to another, and for the incidental advantages 
” and net advantages associated with the job. Thus any divergences 
os between the wage rates of any grade of labour should be only to 
és the extent of incidental advantages or disadvantages in the job, 
and the cost entailed in the movement of such labour to other 
h occupations or industries. For labour of different grades, the ratio 
ts of their wage rates should be equal to the ratio of the value of their 
- respective marginal net productivity—again, allowance being made 
for the cost of movement and the relative incidental advantages. 
When it is pointed out that in practice measurement of marginal 
pe contributions is in general impracticable, not only because of the 
df high accounting costs involved but also because in most cases the 
” contribution of any type of labour in production is dependent on 
” fairly’ rigid co-operation with other types of labour, capital and 
- management; that monopolistic rather than perfect competition pre- 
“ vails; that wage rates are usually determined by reference to groups 
- of workers rather than individual workers and that piece-rates are 
s; not generally applied; the simple generalization must be modified 
il to less precise terms. For example, it could be said that the relative 
7 marginal contributions of the different grades of labour although 
d not determining the relative wage structure, yet influences the pattern 
“i of relative wage rates, and that, the relative marginal contributions 
- a (even though they cannot be measured) are closely related to the 


relative supply and demand of the various grades of labour. Thus 
y the relative wage structure will reflect the pattern of relative scarcity 
of the various grades of labour at any moment of time. For example, 


- an increased relative scarcity of certain grades of labour may arise 
” because their supply has for some reason been reduced; or because 
. technical innovations or an increased demand for certain products 
t requires an increased use of these grades of labour. This increased — 
relative scarcity will operate to raise the relative wage rates of these 
grades of labour, and in this way, expand their supply both through 
the redistribution of the existing labour force and by attracting the 
- newcomers to the industry. 
y In the broadest possible terms, the policy to be derived from 
d such reasoning is that the structure of relative wage rates is the 
e mechanism (or perhaps the most important mechanism) whereby 
F the labour force is distributed amongst the numerous occupations 
d and industries. It should, therefore, be sufficiently sensitive and 
1 flexible to register the changes in demand and supply. 
if But there are further difficulties to be faced. The real world 
t is characterized by the existence of trade unions and employers’ 


Pee mae le 


associations of varying degrees of solidarity; locational and, to a 
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lesser extent, occupational mobility are subject to great time-lags 
not only because of the financial cost of movement but also because 
of sentimental and other intangible costs, inertia and imperfect 
knowledge; and finally, prevailing customary ideas of ‘‘justice’’ and 
‘*fairness’’ play an important part in the determination of relative 
wage rates. These factors are borne out in the following con- 
siderations. 

(a) In practice, the relative prices of the products which labour 
helps to produce (and thus the relative values of marginal net 
products) may be changing incessantly. It is neither practicable 
nor advisable to allow wage rates to register continually the changes in 
relative values of marginal net products. These variations are often 
temporary and small, and it is not surprising that both employers 
and employees are unwilling to make changes in relative wage rates 
until they are more certain of the magnitude and nature of the 
alteration of demand and prices. The numerous compensating changes 
in relative wages would take a good deal of time and probably cause 
considerable strain in labour relations without making any im- 
pression on the distribution of labour. Therefore, we must expect 
lags in the reaction of relative wage rates to changes in relative 
demand and prices of products. 

(b) According to theoretical prescriptions, the wage rates in a 
depressed industry should be reduced and those of expanding in- 
dustries raised. This will force a movement of labour from the 
depressed to the expanding industries. But in practice, the move- 
ment of workers is by no means simple, especially if it entails a 
shift to other areas with the consequent breaking up of homes and 
social connections, not to mention the cost of movement and the 
cost of re-training. Thus even a considerable alteration in relative 
wage rates may not rectify a maldistribution of labour or remove 
pools of unemployment in depressed localities.4 There are, therefore, 
definite limits to varying relative wage rates as a means of re- 
distributing the labour force. t 

(ec) Some Trade Unions are in a stronger bargaining position 
than others and the relative wage pattern may be distorted by relative 
bargaining strength, particularly where wages form a small propor- 
tion of total costs and where increased wage rates can be passed on 
to the consumer.5 Further, the power of Trade Unions to limit the 
entry of labour into particular industries or crafts may also help to 
maintain a continued shortage of labour in spite of increased relative 
wage rates in those industries or occupations. 


4. It could be argued with some force that the lowering of wages in the depressed 


poe is undesirable because it might tend to delay the movement of labour out of this 
industry. ; 


5. This would depend on the elasticity of demand for the product. 
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(d) In times of a general shortage of labour it may become 
apparent that a considerable rise in relative wage rates in certain 
industries may not produce the desired increase in labour supply. 
This is especially important when additional income cannot be used 
to buy the desired goods because of rationing or high tax rates; or 
because increased leisure and sunshine (e.g. in coalmining) are pre- 
ferred. Any increase in the total number engaged in these industries 
may be offset by greater absenteeism. 

(e) The structure of relative wage rates is extremely complex 
in modern industry. There is a multitude of finely classified grades 
of labour and hence an equal number of wage rates. ‘‘ While 
the market mechanism might be able to determine the rates for a 
limited number of key tasks, the thousands of different rates that 
may exist in even a single establishment present serious doubts and 
difficulties to those who would put complete reliance in the market 
mechanism.’”? 

Under collective bargaining in Great Britain, the wage rates 
for the different grades in any industry are fixed by a simple rule 
of thumb derived from the labour market’s notion of ‘‘justice’’: 
that wage rates should be proportioned roughly to the degree of 
skill, responsibility, disagreeableness and other qualities required in 
the jobs. The wage of a completely unskilled worker in the industry 
is usually taken as a starting point and here ideas of minimum sub- 
sistence usually play a part. In fixing the wage rates in a particular 
industry guidance is usually sought from the grades and wage rates 
of other industries, especially those in the surrounding area. Much 
the same rule-of-thumb is used under Australian wage fixation except 
that the existence of the basic wage adds a complication to the 
problem of relative wage rates. This point will be discussed later. 

The economic validity of this rule-of-thumb will perhaps be 
questioned. It will be pointed out that any particular grade of 
skill is economically valuable only in relation to the degree of scarcity 
of this human quality and not in relation to its intrinsic merit. 
However, there is no serious conflict between this procedure of the 
labour market in fixing differentials and the long run currents of 
supply and demand. With constant conditions of demand, the 
supply of labour may be expected to adjust itself in such a way 
that relative wage rates will correspond roughly to the relative 
skill, responsibility and other requirements of different occupations. 
It will be apparent, that this is the underlying economic justification 





6. This would take place when the elasticity of demand for income became less than 
unity. See Lionel Robbins, Economica, 1930. 
7. J.T. Dunlop, Wage Determination under Trade Unions (New York, 1946), p. 214. 
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of Marshall’s much-quoted definition of ‘‘Fair Wages,’’ which is 
endorsed by Professor Pigou.® 

Of course, the conditions of demand do not in practice remain 
constant. Two types of changes in demand may be distinguished: 
(a) the type that affects the whole of any particular industry, as 
for example, when this industry becomes depressed, or, because of an 
increased demand for its products, it begins to expand; and (b) 
the type that affects certain grades within the industry owing, for 
example, to the introduction of machinery which diminishes the 
need for skilled craftsmanship. 

In the first case, the demand for a whole variety of grades in one 
industry is changed relatively to the general demand, and here the 
practice has been to alter the general level of wage rates in that 
industry leaving relative wage rates therein largely unaltered. The 
‘‘eapacity of the industry’’ enters as a factor in influencing the 
relative level of wage rates between industries without displacing the 
‘*fair wages’’ rule within any one industry. Now, it is true that the 
“‘eapacity’’ of an industry lends itself to a number of meanings 
but for practical purposes, if profits are rising, output expanding 
and unemployment declining, there is a prima facie case for believing 
that the capacity of the industry to pay higher wage rates in increased.® 

In the second case, the innovation has reduced the need for 
skilled craftsmanship in a number of processes. The degree of 
skill and other qualities necessary for these processes will be assessed 
and a set of wage rates fixed accordingly. The displaced craftsmen 
will be asked to take on the new jobs at a lower rate or they may 
prefer to move on to some other industry where their skills are still 
fully required. 

Therefore, the application of the ‘‘Fair Wages’’ principle 
primarily on an industrial basis rather than on a national basis 
(though, of course, the wage rates of various grades of labour in 
any one industry will also be influenced by those of comparable 
grades elsewhere) ensures that broad changes in relative demand 
are allowed to influence relative wage rates. But as we have seen 
earlier, there are definite limits in practice to the response of the 
distribution of labour in the short run to variations in relative 
wage rates. In any case, the response cannot be expected to be 
automatic. 

In recent years an attempt has been made to refine the rule of 
thumb for fixing wage differentials by a rigorous analysis and 
definition of the elernents of jobs. This is known as job evaluation, or 
the point rating system, and in the words of an advocate of this 
system, it is ‘‘a scientific approach to the problem which aims at 


8. Economics of Welfare, p. 550. 
9. A. G. Pool, Wage Policy in Relation to Industrial Fluctuations, p. 32. 
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fixing a true and equitable differential between the various jobs in 
an industry.’”!° For any industry, a list of factors is drawn up, points 
are awarded for each different factor to the job, and the total 
number of points determines the place of each job in the final scale. 
The requirements of any job are usually classified under such heads 
as Skill, Training and Experience ; Responsibility and Mental Require- 
ments; Physical Requirements ; Hazard, ete.—all of which are further 
classified into minute factors. It is also suggested that a scale of 
points be awarded to different industries in order of their importance 
to the national economy, e.g., in Britain to-day, industries such as 
coalmining and agriculture would be rated rather higher than other 
industries. ‘ 

There is, of course, a resemblance between this system and the 
practices of wage determination in Britain and Australia, except 
that the point-rating system tries to estimate the elements of a job 
more exhaustively. But it should be remembered that the award of 
relative points is still a matter of judgment. Although this system 
is gaining popularity in the U.S.A., it is still viewed with a good deal 
of suspicion among trade unionists in Britain and Australia. 

The disadvantage of the point rating system is that by assuming 
scientific precision, it may tend to increase the rigidity of wage 
differentials. The relative scarcity of broad groups of grades— 
unskilled, semi-skilled and skilled—is likely to change over time and 
unless provision is made under the point-rating system for these 
long term changes in supply and demand, the less rigid rule-of-thumb 
is perhaps to be preferred. 

III 


In the light of the above considerations, it should be possible to 
formulate an economically desirable policy for relative wage rates. 
A wage has two aspects. To the person or organization paying the 
wage it is regarded as a cost; to the person receiving the wage it is 
regarded as an income. In the problem of relative wage rates, the 
first aspect influences the relative demand for the different types 
of labour services in their various uses. The second aspect influences 
the relative supply of these different types of services to their 
various uses. A sound wages policy must, therefore, recognize 
variations in the forces of supply and demand. But it must also 
be realistic. It must bear in mind that the relative wage mechanism 
is not the only factor determining the distribution of labour. The 
influence of relative prices in the commodity market is not exactly 
the same as that of relative wage rates in the labour market. People 
take on and stay on jobs for a variety of reasons other than wage 
rates and they are influenced by many factors which delay or 


10. C. A. Lidbury, A National Wages Policy, p. 10. See also NICB Studies in Personnel 
Policy No. 25, Job Evaluation. 
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neutralize the influence of wage changes. Ignorance, inertia, tradition, 
sentiment, inability to afford training or movement to other localities 
—all these factors play a part in the distribution of labour, which, 
in the short run, may outweigh the influence of changes in relative 
wage rates. Further, wage theory must recognize that it is: not 
dealing with a perfectly competitive economy but one where trade 
unions and employer groups exist; where the labour and product 
markets display varying degrees of monopolistic elements; and where 
uncertainty about the future course of prices affects investment 
decisions. Continual small and temporary variations take place in 
relative demand and it cannot be expected that wage differentials 
should display compensating changes. The friction and discontent 
likely to arise from such changes would be undesirable. For all 
these reasons, relative wage rates can only be expected to register 
the effects of more basic and long run currents of supply and 
demand. Finally, there is a comforting fact to be emphasized. Wage 
policy is not concerned with establishing a structure of relative wage 
rates ab initio, but rather with comparatively — changes in the 
existing pattern of relative wages. 

It is suggested, therefore, that as a starting point, differentials 
within any industry should be determined by the ‘‘Fair Wages’’ 
principle outlined above, either on a loose rule-of-thumb system of 
job classification or on the more refined point rating system—which- 
ever is more acceptable to unions and employers. It is idle to pretend 
that this is an absolutely objective procedure. But it is a reasonable 
approximation to the workings of long run economic forces and is in 
keeping with established customs of the labour market. Sectors 
of the economy, however, may experience durable and significant 
changes in the relative scarcity of labour or in relative prosperity, 
and this should be reflected in inter-industrial variations of relative 
wage rates, which should be imposed on the ‘‘Fair Wages’’ principle. 
In addition, the redistribution of labour should be assisted by im- 
proved knowledge of employment opportunities, re-training schemes, 


revision of union apprenticeship and recruitment regulations, housing _ 


facilities, improved conditions of work, subsidized geographical mobility 
of labour, and if necessary, directed locational mobility of capital. 
Changes in relative wage rates can take place theoretically by 
a fall in wage rates in some sectors or occupations, other wage rates 
remaining constant; by a rise in certain wage rates, others remaining 
unchanged; or by a fall in certain wage rates and a rise in other 
wage rates. The application of these alternatives depends largely on 
the level of employment and the existence of labour reserves near 
the source of employment opportunities. In times of high employ- 
ment, it would be not only impractical but also economically unsound 
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to order a reduction of wage rates in a depressed industry. Such 
an act would encourage a misallocation of resources. The maintenance 
of the existing level of wage rates in a depressed industry would 
lead to a desirable contraction of that industry and a freeing of 
resources for other uses. There is a case for a reduction in industrial 
wage rates only if it would prevent a stagnant pool of unemploy- 
ment from occurring because of difficulties in labour mobility. Here 
the misallocation of resources must be weighed against the loss 
through long-term local unemployment. In a state of high effective 
demand we should, therefore, expect wage rates to rise where labour 
is most urgently required, while holding wage rates elsewhere constant: 
or allowing them to rise less than proportionately. 


IV 


The application in Australia under the present conditions of 
full employment of a wage policy such as has just been outlined 
presents a number of difficulties. 

(1) In the first place, the determination of relative wage rates 
is complicated by the fixation of the basic wage—the lowest wage 
which may be paid to the unskilled adult male worker no matter 
to what industry he belongs to. It is perhaps true to say that the 
Commonwealth basic wage is in practice the national minimum real 
wage. The State basic wages are generally at least as great as that 
fixed by the Commonwealth Court and all basic wages are in practice 
adjusted quarterly for changes in the ‘‘C’’ series price index. 

Added to the basic wage and fixed more or less independently 
of the basic wage, are margins for skill or other special qualifications 
which are considered necessary for particular occupations, and which 
distinguish such jobs from purely unskilled ones.14_ The fixation of 
such margins by wage regulating authorities follows the principles 
of ‘‘Fair Wages’’ discussed above, except that the principle of ‘‘fair- 
ness’’ is applied only to the marginal portion of wage rates.!2 Jobs 
are classified in terms of skill, responsibility, disagreeableness and other 
requirements, and comparisons are made with wage rates paid for 
similar requirements in industry.43 By this rule-of-thumb a more or 
less ‘‘fair’’? margin is arrived at. If the industry is depressed and 
if low profits or losses threaten unemployment, wage fixing authorities 
are usually prepared to cut down margins below what is considered 
to be the strictly ‘‘fair’’ level if it can be shown that by this action 
unemployment may be averted. On the other hand, if the industry 


11. In practice, however, even commonly accepted “unskilled” occupations (e.g., builders’, 
municipal, engineers’ labourers) are awarded more than the basic wage because of the noisy, 
dusty and other such qualities of these occupations. It is unlikely that more than a very 
small minority of adult males are actually on the basic wage to-day. 

12. Cf. G. Anderson, Fixation of Wages in Australia (Melbourne, 1929), -. and 15; 
O. de R. Foenander, Industrial Regulation in Australia (Melbourne, 1947), Ch. 

13. The margins of fitters and turners in the metal trade are usually ba lg as a guide. 
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is prosperous, or if there is an acute shortage of a particular type 
of skill, wage fixing authorities are not generally inclined to raise 
margins above the ‘‘fair’’ level. The reason for this stand is that 
wage regulating bodies are only empowered (except during war and 
for a limited time after) to fix minimum rates, and it is argued that 
competition between employers should produce the desired rise in 
margins above the minimum ‘‘fair’’ level. With the unemployed 
reserve prevailing in the inter-war period there can be little reason 
to quarrel with the principles of ‘‘fair’’ margin fixation as such. 
Although this rule-of-thumb method of assessing the value of skill is 
subject to errors of judgment," it is, nevertheless, the only practicable 
method of registering long run economic forces. 

However, the fixation of a substantial portion of wage rates, the 
basic wage, independently of margins, may create (for varying lengths 
of time) a distortion of the relative wage structure. The basic wage is 
fixed by reference to national considerations, economic and humanitar- 
ian, rather than by reference to the economic state of individual indus- 
tries. A rise in the basic wage without a proportionate increase in mar- 
gins would necessarily benefit unskilled more than skilled wage earners, 
Thus the fixation of ‘‘fair’’ margins does not necessarily prevent the 
relationship between skilled and unskilled wage rates becoming ‘‘un- 
fair.’’ The exigencies of war may force wage earners to accept flat- 
rate increases in wage rates in accordance with changes in the- cost 
of living. It is common knowledge that in many countries the per. 
centage mark-up for skill decreased during the last two world wars. 
But in times of peace, without manpower control and without 
‘*dilution’’ arrangements, it must be considered seriously whether 
the distortion of relative wage rates by flat-rate basic wage increases 
will not have harmful effects on the availability of skilled labour. 
It is true that the humanitarian criterion—the family living wage— 
has for some time been placed second to ‘‘economic capacity of the 
country.’’ But it is still doubtful whether such general considerations 
of the movements of the share of wages in national income, the balance 
of payments, the terms of trade, wage rates and prices, the level of 
employment and other factors which are considered under the economic 
capacity of the nation will give a safe guide of the extent to which 
both the basic wage and margins may be increased without unduly 


14. For example, between 1923 and 1946, the percentage difference between the minimum 
wage rates of beef slaughtermen and unskilled labourers in the butchering trade was con- 
sistently higher in Sydney than in Melbourne and Brisbane. Labour Report statistics show 
that in December, 1923, this percentage was 39 for Sydney, 30 for Melbourne, and 24 for 
Brisbane. The corresponding percentages for December, 1946, were 57, 22, and 20. 

In the building industry the percentage difference between surface bricklayers’ and 
labourers’ wage gates in December, 1946, were: Sydney, 39 per cent; Melbourne, 24 per cent; 
and Brisbane, 37 per cent. The relative margins of building masons in the three cities 
display striking divergencies. In December, 1923, the percentage difference between the 
wage rates of masons and building labourers were: Sydney, 4 per cent; Melbourne, 9 per 


cent; and Brisbane, 35 per cent. The corresponding figures for December, 1946, were | 


56 per cent, 8 per cent, and 37 per cent. 


_ 
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| distorting the relative wage structure. Whatever its underlying 
strategy, the unified attempt of the trade union movement to push 
| for a much higher real basic wake gives the impression that it is 
| either not aware of or not concerned with the effect of such general 
/ wage increases on the differential for skill. 
| There is a good case to be made on humanitarian and economic 
| grounds for allowing unskilled workers to earn more than the value 
of their work by ‘‘squeezing’’ skilled fellow workers. It is justifiable, 
| within limits, on humanitarian grounds as beneficial to the standard 
| of life of the lowest paid workers; and on economic grounds as bene- 
ficial to the productivity of these workers. But the case for such 
 “squeezes’’ is greatly weakened as the standard of living of unskilled 
workers is raised and their basic needs satisfied. In a society where 
| the only source of income of the unskilled is in the form of bare 
| subsistence wages, the argument for maintaining a small gap between 
the wage rates of skilied and unskilled workers has much force. 
But with the rise of the real wages of unskilled workers well above 
this level (and this is a matter of judgment) as perhaps in Aus- 
tralia, and further with the establishment of Child Endowment, 
| liberal educational facilities and other social services, the arguments 
against narrowing differentials for skill is greatly weakened. The 
| ease for narrow differentials is in some sense analogous to that which 


may be advanced against a small differential for sex, on the grounds 

that the family burdens of women in employment are generally less 

than those of men. Again, this case loses much of its urgency as the 

standard of real wages of male workers is raised above the level 
| of bare subsistence and as social services are made available, in which 

the man with family responsibilities partakes proportionately more 
than the single man or woman. 

The narrowing of skill differentials may, of course, be the result 
of a relative increase in demand for unskilled and semi-skilled workers 
through the expansion of mass-production methods in industry. In 
addition, the availability of cheap education and technical training 
may increase the relative supply of skill. By acting on the forces 
of demand and supply, these factors may underlie a reduction in 
differentials for skill. But there is a danger that the premium paid 
for skill may be smaller than that warranted by the forces of supply 
and demand in the stages of increased industrialization.1® In so far 


15. In answer to the question, “In what lies the reason for the flow of labour?”, Stalin 
is quoted as having said in 1931: ‘‘Equalitarianism leads to this, that the unqualified labourer 
is not interested in becoming a qualified labourer and is deprived thus of the prospect of 
advancement ... In order to destroy this evil it is necessary to organize such a system 
of wage rates as will take account of the difference between qualified and unqualified labour, 
between heavy labour and light labour . . . Marx and Engels say that the difference between 
qualified and unqualified work will exist even under socialism, even after the destruction of 
classes . . . that in view of this ‘wages’ even under socialism must be paid according to 
work done, and not according to need.”—A. Bergson, The Structure of Soviet Wages, p. 178 
(Harvard, i946). 





12 THE ECONOMIC RECORD JUNE 


as the labour force generally subscribes to a small premium for skill 
and the supply of skilled workers is not unduly discouraged by a 
comparatively small margin for skill (ie., the supply price of skill 
is low), there is nothing to be said against a narrowing of skill 
differentials. There is little reason to suppose that this applies to 
Australia to-day. It may be suggested, therefore, that the emphasis 
on the basic wage, on the minimum real wage for unskilled workers, 
may (if it has not already) reduce the incentive to acquire skill 
because of the comparatively small compensation for skill.1® 


(2) The second point to be observed about the application of 
the wages policy advocated in Section III is that the Commonwealth 
Conciliation Commissioners have no power under the Constitution 
to award maximum wage rates. To mitigate the dangers of wage- 
inflation, wage fixing authorities in Australia were empowered under 
National Security Regulations to put, with few exceptions, a ceiling 
on margins, although the basic wage portion of wage rates continued 
to rise in proportion to the ‘‘C’’ series index. Since the end of 
the War wage-pegging regulations have been relaxed progressively. 
By the end of 1946, the adjustment of margins to the extent of the 
change in the ‘‘C”’ series index between 1939 and 1946 was permitted. 
By the end of 1947, complete freedom was restored to all wage 
authorities to vary margins but ‘‘subject only to considerations of the 
national interest.’’!7 However, the regulations required that except 
in special cases, the award rates should be maxima as well as minima. 
As the War receded and the Defence Powers wore thin, this regu- 
lation was finally discontinued as from January 1, 1950. Even if 
the State fixing bodies are in theory able to acquire the power to 
impose maximum wage rates in certain cases, in practice these 


would not be workable because of the widespread incidence of Common-_ 


wealth awards. 


With the existing general scarcity of labour it may well be 
asked how the suggested wages policy would function unless maximum 
rates were fixed, and strict prices control were maintained to make 
evasion of this rule by employers more difficult. In the United 


16. The following figures compare the wage rates of tradesmen and unskilled workers 
in Montreal and Sydney in October, 1945 :— 


Montreal Sydney 
Engineering (As a percentage of engineering labourers’ wage rates) 
Fitters and Turners .. .. ia ge 8 150 122 
Pattern Makers .. .. hate 


171 130 
Building (As a percentage of building ‘tebosoenr wage ‘pepe 
Bricklayers and Masons .. . 174 138 
Painters .. .. eee 141 127 
Printing (As a percentage of mnnatiihiad ateeianiale wage rates) 
Compositors .. 


6 
(Source : " International "Labour Review, ‘Sept.-Oct., 1946) 
The pre-war differentials for skill in Montreal were much higher. It is possible that, 


with the lifting of Canadian wage-pegging regulations since 1945, the differentials have 
reverted to some extent to their pre-war relationships. 
17. See Labour Report, No. 35. 


128 








UNE 


skill 
oy a 
skill 
skill 
S to 
1asis 
cers, 
skill 


1 of 
alth 
tion 
age- 
ider 
ling 
ued 
| of 
ely. 
the 
ted. 
age 
the 
ept 
ma. 
gu- 
bat 
to 
ese 
on- 


um 
ake 
ted 


kers 


hat, 
ave 


Se 





1950 WAGES POLICY FOR AUSTRALIA 13 


Kingdom, since the pronouncement of a wages policy, relative wage 
movements have been regulated in accordance with basic national 
needs (as determined by government policy) and productivity. This 
policy has been enforced with the official co-operation of the T.U.C. 
The absence of a balance of payments crisis in Australia will surely 
make such a degree of self-restraint and unity of trade unions very 
unlikely. The result (and the last 18 months perhaps bear evidence 
of it), may well be a continued disorderly series of secional wage 
increases, induced by competitive bidding for labour among employers 
and by competition between trade unions for wage increases. The 
determination of margins is in the hands of 16 Conciliation Com- 
missioners and numerous State wage tribunals and the lack of co- 


- ordination on desirable relative wage movements is necessarily great. 


In any case, wage regulating authorities have no powers to prevent 
the payment of higher wage rates by employers. 

It has been stressed earlier that the relative wage mechanism 
is not the only instrument for influencing the distribution of labour. 
But with sectional and unco-ordinated wage increases, its influence 
is likely to be diminished greatly. 

It appears, therefore, that although machinery exists in Aus- 
tralia for the implementation of a national wages policy its con- 
stitutional limitations prevent it from functioning under conditions 
of inflationary pressure. During the recent War, the addition of 
National Security Regulations placed Australia in advance of most 
countries in the application of wages policy to combat inflation and, 
assisted by manpower control, to encourage the desired distribution 
of labour. During the last depression, the policy of general deflation 
was implemented (rightly or wrongly) by the wage regulating 
machinery in the face of strong trade union opposition. But its 
ability to fix only minimum wages in peace time renders it impotent 
to enforce a wages policy designed to influence the distribution of 
labour in a period of general labour shortage and rising prices. 

(3) The third observation to be made is that the export sector 
of the Australian economy, particularly farming, is one of the most 
important determinants of national prosperity. The high profits 
made in this sector during the last few years have produced vociferous 
claims from wage earners all over industry for a share in these 
profits. 

Under the wages policy outlined above, prosperity in any par- 
ticular industry should be accompanied by rising wage rates in 
that industry. Underlying this prescription is that the relatively 
greater prosperity in farming will induce a greater inflow of capital 
and enterprise into this sector, accompanied by increased demand for 
labour. Wage rates in this sector may, therefore, be expected to 
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rise relatively to other wage rates. But farming has special features. 
It is a family enterprise in which hired labour is relatively unimpor- 
tant. The movement of labour to farming implies that in general 
industrial wage earners are able and willing to set themselves up as 
‘working proprietors. In practice, the mobility of labour to farming is 
slow and cautious—apart from the fact that owing to the nature 
of Australian land resources further expansion of farming is not 
easy or attractive, although the existing land holdings could be 
worked more intensively. In addition there is small likelihood that 
even a considerable rise in relative wage rates or relative incomes 
in farming will divert many industrial wage earners to farming— 
either as hired labour or working proprietors. Farming is a way 
of life which will not appeal to many people in spite of handsome 
remunerations. There may also be a valid suspicion, common to 
both capital and labour, that the great prosperity in farming is of 
passing significance and that sooner or later the great world shortage 
for wool, wheat and meat will be reduced. 

This is obviously a case where a rise in the relative wage rates 
and incomes in farming will do little to influence the distribution 
of labour into farming. It may well be that in the long run a 
considerable redistribution of labour towards farming is not desirable. 
However, the immediate and important effect of farming prosperity 
induced by increased world demand for farm exports is that wage 
earners over the whole of industry demand a greater share of the 
fruits of farming prosperity. The common method advocated and 
pursued by trade unions is to demand higher wages. Part of this 
increase in money wages will naturally be passed on to prices but the 
export sectors of industry (that which is regarded as having inflated 
profits) will not necessarily be able to pass on wage or cost increases 
because the prices of their products are determined mainly by world 
supply and demand. In this way, the rise in money wage rates is 
expected to be greater than the rise in prices and so an increased level 
of real wage rates may be enjoyed. 

In Australia the claim of labour for a greater share of prosperity 
shows itself in a demand for a rise in the real basic wage.'® The 
danger to differentials for skill attached to this method of granting 
general wage increases has already been emphasized. There is the 
additional possibility. that when the basic wage has been increased, 
new demands may be made for increases in margins and the consequent 
sectional increases in wage rates may be pursued with doubtful 
benefits to the stability of the economy and to the wage earners 
themselves. On both these grounds, the re-distribution of the in- 
flated export income by over-all and sectional wage increases is likely 


18. And, of course, shorter working hours. 
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to prove a clumsy and inequitable method (particularly to ‘‘sticky’’ 
incomes) of achieving the object, with dangers of unduly distorting 
the relative wage structure. 

It would appear that the impact of comparatively great pros- 
perity in the export sector of the economy on relative wage rates, 
as a means of re-distributing the labour force and income, is 
undesirable because: (a) the bulk of export income is derived from 
farming, and an alteration of relative wage rates in favour of farming 
wage earners is therefore not likely to divert much labour to farming ; 
and (b) the demand for general wage increases is likely to distort 
the relative wage structure, particularly if undue pressure is made 
to increase the basic wage by too large a sum. 


Vv 


The wages policy which has been suggested appears to have a 
very limited application to Australia to-day. Firstly, wage regu- 
lating authorities have no power to place an upper limit on relative 
wage rates and thus the relative wage mechanism may founder in the 
storm of a wage-price spiral. Secondly, the practice of granting 
general wage increases through the basic wage presents the dangers 
of undue narrowing of rewards for skill with the consequent reduction 
of incentive to acquire skill; and, in the case of attempts to share 
the profits of farming prosperity, of producing a disorderly and 
inequitable rise in wages and prices. Finally, the unattractiveness 
of farming as a source of increased employment inhibits the influence 
of relative wage and income increases in farming on the redistribution 
of the labour force. 

It becomes clear that the suggested wages policy would not work 
in the conditions prevailing in Australia to-day. However, this is 
no reflection of the economic quality of the wages policy. Our 
discussion clearly demonstrates the inadequacy of wages policy on 
its own to achieve the object of a balanced distribution of labour and 
income. As long as there is a change for greater redistribution of 
income, demands for higher wages will be made; and as long as 
there is a chance of passing on wage increases in prices, the inflationary 
pressure will be maintained and aggravated. Further, apart from 
the dollar shortage, there is no serious risk in the immediate future 
of facing a balance of payments crisis to put a stop to the inflationary 
spiral. The foreign trade check to wage-price movements, which 
loomed so large in pre-war days, appears unimportant in to-day’s 
export boom. This state of affairs is by no means to be deplored. 
But it calls for new measures to abate the inflationary pressure and 
to enable wage policy to work more effectively under the limited 
constitutional powers of wage regulation. 
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One such measure is an upward revaluation of the exchange 
rate. An opportune moment occurred in October, 1949, when many 
countries, including Australia and the United Kingdom, depreciated 
their currencies in relation to the United States dollar. Australia’s 
decision to maintain the past relationship with sterling and to 
depreciate to the full extent against the dollar was popular but 
imprudent. 

An appreciation of the exchange rate, will abate the inflationary 
pressure by forcing down export prices, lowering import prices, and 
making competition from imports more effective. Any unemployment 
that is likely to occur as a result of this move will not be difficult 
to eliminate by absorption in other industries. The re-distribution 
of farm incomes may be achieved in a more balanced manner than 
by general wage increases.!® 

The Constitutional factors that enter into the Australian Federal 
System make more direct limitations of wage rates and prices of 
dubious validity. Exchange revaluation is, therefore, one of the 
most important practical steps in the direction of controlling in- 
flationary pressures and enabling the price and wage mechanism to 
influence the allocation of resources. However, it may be found that 
the free working of the price mechanism may not induce the most 
desirable allocation of labour and capital from the point of view of 
the future stability and productivity of the economy. The ‘“‘less 
essential’? consumer goods’ industries with the greatest current 
demand and the greatest ability to absorb or pass on wage increases 
may expand output and employment, while basic capital producing 
industries may find it difficult to attract labour in sufficient numbers.?° 
It is doubtful whether the conflict between present and future 
urgency can be resolved without the aid of directed controls. The 
problem here is to decide whether the shortsighted preferences of the 
community should not be interfered with or whether the Govern- 
ment should step in to correct these preferences by a more direct 
contrel of investments. 

The lesson to be learnt from this discussion is that wages policy, 
no matter how sound, cannot be made to work without the assistance 
of fiscal and other measures. It is merely a facet of economic policy, 


19. A parallel may be drawn here with the early depression period of the ’thirties, when 
the movement of the terms of trade hit exporters’ income and, in this way, spread to the 
rest of the economy. The cry that “we must share the burden of the farmers” was one of 
the main arguments used for general deflation. It is true that the reduction in wage rates and 
prices helped to rehabilitate farming real income, by reducing the money cost of production and 
by making the reduced money income of farmers go further. But there is no clear evidence 
to suggest that the general reduction in money wage rates helped to share the burden of the 
farmers or to increase employment. Official statistics indicate that the general level of real 
wage rates remained fairly constant in spite of the drastic fall in money wage rates. On 
the other hand, there is a strong case to be made for the argument that the most important 
single measure in relieving the export industries and promoting general recovery was the 
depreciation of the exchange rate. 


20. D. B. Copland, “Balance of Production in the Australian Post-War Economy,” 
Economic Record, Dec., 1949. 
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and by no means the most important one, particularly under the 
constitutional deficiencies of Australian Federalism. Our discussion 
also poses the question whether an Arbitration system with powers 
limited to the fixation of minimum wages and dissociated from the 
formulation of fiscal policy, is not outmoded in a full employment 
economy. 
J. E. ISAAC. 

Umiversity of Melbourne. 





THE AUSTRALIAN INFLATION AND COMMON- 
WEALTH FINANCE 


I. The Inflationary Effect of Commonwealth War Finance, and the 
post-war anti-inflationary Policy. 
II. The Effect of the Inflation on— 
(a) the yield of individual income tax and social services con- 
tribution; 
(b) the yield of other Commonwealth taxes; 
(c) the costs of the Commonwealth Government; and 
(d) ee real cost to the Commonwealth of interest on the public 
ebt. 


III. Conclusions. 


This article is divided into two parts, (1) a consideration of 
the way in which the financing of the increased Commonwealth 
Government expenditure since the beginning of World War II has 
contributed to the Australian inflation, and (2) illustrations of the 
effects of the rising price levels on some of the most important items 
of revenue and expenditure in the Commonwealth budget. 


I 


The discussion in this part is based on Table I, which shows 
the chief figures connected with changes in the Australian money 
supply. Of course, in confining our discussion to factors affecting 
the amount of money in circulation we ignore the effects on the price 
level of aspects of Government financial policy which do not affect 
the amount of money; for example, if we defined inflation as a 
rise in the general level of prices we could say that the increases in 
indirect taxes on commodities, such as sales tax, have had an inflation- 
ary effect.t 

As a preliminary generalization we can say that the main factors 
causing an increase in the amount of money in Australia since the 
beginning of World War II have been (a) the increase in the amount 
of government securities held by the Australian banking system, (b) 
the increase in the amount of money lent by the banking system to 
the private sector of the Australian economy, and (c) the increase 

1. We also ignore the fact that some of the increase in the amount of money in 
circulation since 1939 has been absorbed by the increase in the volume of production since 
that time. Other factors affecting the price level, such as the introduction of the 40-hour 
week and the granting of wage increases, are omitted from our discussion on two grounds, 
(a) that they are not directly connected with the financing of government expenditure, 
and (b) that if full employment is to be maintained an increase in prices can be brought 


about in this way only if there is an increase in the amount of money in circulation sufficient 
to carry the extra total of spending. 


18 
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in our international currency reserves. These changes are indicated 
in columns 7, 8, and 9 of the table. The figures in column 7 show 
the total of securities of all the Australian governments, including 
State and municipal governments and semi-governmental bodies, 
held by all the banks. Chief interest lies in the amounts of Common- 
wealth securities held by the banks, but separate figures for Com- 
monwealth securities cannot be obtained from the published banking 
statistics. However, it is reasonably certain that most of the changes 
in the figures in column 7 reflect changes in the amount of Common- 
wealth securities held by the banks. It is reasonably certain that 
bank holdings of the securities of State and local and semi-govern- 
mental authorities did not change substantially during the war, 
although there has been some increase during 1948 and 1949. We 
ean therefore see that the chief inflationary force during most of the 
war period was the financing of Commonwealth Government expendi- 
tures by the banks. During the war bank advances to the private 
sector of the economy showed a substantial decline, reflecting the 
restriction of private investment during the war emergency. Inter- 
national currency reserves did not show a large increase until 1944. 
Since the end of the war the situation has been reversed; bank 
holdings of public debt have declined each year since 1946, indicating 
that new Government expenditures are no longer being financed by 
the banks, but the effect of this has been more than balanced by the 
inereases in bank advances to the private sector of the economy 
since 1946 associated with the financing of the post-war expansion of 
private investment, and since 1947 by the huge increase in inter- 
national currency reserves due to rising export prices and an inflow 
of oversea capital.2 A comparison of column 4 with column 8 
suggests that the trading banks have sold portion of their holdings 
of government securities in order to finance the increase in their 
advances to the private sector of the economy. 

A closer: consideration of the effect on tqtal spending of bank 
purchases of government securities indicates that the effect of some 
of these purchases is not very different from that of selling govern- 
ment securities to the public. If we trace the effects of an initial 
expansion of government expenditure financed by central bank credit, 
say by the issue of Treasury Bills to the Commonwealth Bank, we can 
see that it is possible for the government to continue its expenditure 
at the new higher level indefinitely so long as the money it puts 
into circulation at each ‘‘round’’ of spending is returned to it, by 
taxation or subscriptions to public loans for another ‘‘round’’ of spend- 


2. See the Report of the Governor of the Commonwealth Bank for the year 1948-49, 
pp. 15-16. 





or- 
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ing. Now, the figures in column 13 of Table I show that there has 
been a very large increase in the amount of savings bank deposits, 
and a comparison of these figures with the amounts of government 
securities held by the savings banks, shown in columns 5 and 6, 
shows that the savings bank holdings of government securities have 
risen by nearly as much as the increases in their deposits; in other 
words, a large part of the extra money spent by the government 
each year was saved by the public and deposited in savings banks, 
which have returned it to the government, by way of purchasing 
government securities,* for a further ‘‘round’’ of spending, a pro- 
cess very similar to that described in the preceding sentence. 

This argument does not apply to the increases in the amount 
of government securities held by the cheque-paying banks, because 
columns 11 and 12 show that only the non-interest-bearing deposits 
of the trading banks have increased. This becomes clear if we remember 
that the owners of the money placed in non-interest-bearing deposits 
may still be spending it. We cannot say that it has been returned to 
the Government. 

It might seem that the owners of savings bank deposits could 
likewise still be using their deposits for the purchase of goods and 
services, and that we could not speak of the extra money deposited 
in savings banks having been returned to the Government through 
the purchase by the banks of Goverriment securities. However, it 
is certain that a large part of the increase in savings bank deposits 
since 1939 represents savings which are not being spent by their 
owners. 

We therefore reach the conclusion that the annual change in 
the Commonwealth Bank’s and the trading banks’ holdings of 
government securities is the best indicator of the extent to which 
the purchase or sale of government securities by the banking system 
has contributed to the annual change in the amount of money in 
circulation in Australia.4 It will be noticed that since 1946 the 
sum of these holdings has declined by £179m. However, the de- 
flationary influence of this decline has been more than balanced 
by the inflationary effect of the expansion of trading bank advances 
since 1946 by £218m. If the changes in the total government 


3. When the banks purchased the securities on the open market they did not return 
the money directly to the government. However, it is reasonable to assume that, if the 
banks had given less support to the loan market, purchases of government securities by 
the public would have been correspondingly smaller. : 

4. We define “the amount of money in circulation” as the total of notes and coin held 
by the Australian public plus non-interest-bearing bank deposits. It is realized that some 
of the latter may in fact represent money which is not being spent regularly, but there 
is no way of determining how much of the current deposits is thus hoarded. Savings bank 
deposits and interest-bearing deposits are excluded on the ground that they are not 
themselves circulating media; before they can be spent they have to be convertd into cash 
or into cheque accounts. 
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securities held by the Commonwealth Bank and the trading banks 
are compared with the changes in the amount of Commonwealth 
Treasury Bills shown in column 2 it will be seen that there is a very 
close correspondence of movements between the two series from 1941- 
42 to 1943-44 and from 1946-47 to 1948-49, the first period being 
that of the most rapid war-time increase in the amount of money in 
circulation, financed by the banking system, and the second period 
that in which the post-war reduction of bank lending to the govern- 
ment occurred. This indicates that the major factor responsible for 
the increase in the amount of money in circulation up to 1944 was 
the financing of Commonwealth Government expenditure by Treasury 
Bills, and that the Commonwealth Government has since 1946 made a 
considerable contribution towards reducing the amount of money in 
circulation, a contribution which, as indicated above, has been more 
than counterbalanced by the expansion of trading bank advances to 
the public and the increase in international reserves since 1946. 

If we turn our attention from the explanation of the increases 
in total annual spending up to the present and consider the possibility 
of future increases in spending based on the expansion of bank hold- 
ings of government securities that has already occurred, we must 
take into account the possibility that some part of the increase in 
savings bank deposits may 1epresent money which is being saved 
only temporarily by depositors, with a view to spending it in the 
future. If such a withdrawal and spending of savings bank deposits 
occurs in the future it will tend to increase total spending. How- 
ever, it is interesting to note that, in view of the large proportion 
of their assets which the savings banks keep invested in government 
securities, any heavy withdrawal of savings bank deposits would 
force the savings banks to sell some of their government securities. 
This would force down the prices of the securities and cause a general 
rise in interest rates and a tightening of credit (the deflationary 
effects of which would be likely to offset the effects of the increased 
spending by savings bank depositors), unless the Commonwealth 
Bank or the trading banks supported the market by expanding their 
holdings of securities. The situation would not be very different 
from that which would occur if there were any widespread attempt 
by the public to reduce their holdings of government securities. 


II 


In this part we illustrate the effects of the inflation on some 
of the most important items of revenue and expenditure in the 
Commonwealth budget. For some items (for example, the Govern- 


5. In this part we use the term “inflation” to mean simply a rise in the average 
level of prices and incomes. 
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ment’s wages and salaries bill) we can get a fairly accurate measure- 
ment; for others, such as the revenue from income tax and social 
services contribution, we cannot get any precise measurement, but 
can show clearly the kind of effect the inflation has produced. 

In considering the effect of the inflation on government expen- 
ditures we must allow for the fact that an increase in an item of 
expenditure may be partly due to an expansion of government 
activities, the use for governmental purposes of some part of the 
country’s resources formerly available for other purposes, and only 
partly the result of rises in prices of materials and rates of salaries 
and wages; it is only the effect of the latter that we consider in this 
part. Likewise, in considering the effect of the inflation on govern- 
ment revenues we are concerned with the increases in revenues 
resulting from higher prices and incomes, and not with the changes 
in revenues caused by changes in rates of tax. 

We first illustrate the effect produced on the yield of individual 
income tax and social services contribution by the rise in incomes 
accompanying the inflation. 

An outstanding fact is the rise in the revenue from individual 
income tax and social service contribution from £163m. in 1947-48 
to £200m. in 1948-49 despite the reductions in the rates granted in 
the 1948-49 budget. Mr. Chifley in his budget speech stated that 
these reductions, which were not applied to the pay-as-you-earn in- 
stalments until lst October, 1948, were estimated to cost the Govern- 
ment £20m. in 1948-49, which would have meant a reduction of 
approximately 124 per cent in the total amount of tax paid by 
individuals. These figures can be used to demonstrate the very 
important fact that, because of the progressive graduation of the 
rates of individual income tax and social services contribution, the 
inflation has the effect of increasing the overall burden of the tax, 
even if the rates are unaltered, by placing taxpayers in higher income 
brackets and thus rendering them liable to higher rates in the 
graduated scale. For 1948-49 the calculation is complicated by the 
reduction of the rates, but we can demonstrate our argument by 
showing that the percentage reduction in the proportion of personal 
incomes taken in taxation was much smaller than the 124 per cent 
which would have been granted if incomes had not changed. The 
calculation is shown in Table II. 


6. We must base our comparison on the reduction in the proportion of incomes taken 
in taxation instead of the amount of tax collected because it is the proportion of incomes 
taken which measures the overall burden of the tax. Taxes on flat rates like payroll tax 
show increases in the amounts collected because of the inflation, but these increases do not 
indicate any increase in the overall burden of the tax. 
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TABLE II 


Calculation of Change from 1947-48 to 1948-49 in the proportion of 
Personal Incomes Taken in Individual Income Taz and Social Services 




















Contribution 
Base for 1947-48 tax revenue: £m. 
SORT-46' WAGON ANG SRIRTICS, GUC. 2. 06 kk ks oe oe he ts 88 904 
ADEG-Re DUNMEEE TABOO 5:5. Sis. So. 55 AS 4 aes RRs RE i OS 538 
£1,442 
Base for 1948-49 tax revenue: 
1948-49 Wages Gid SRIATIES, GUC... os ks ks ks ce ee oe 0s 1,055 
ROS T-OS DRNITIOTE ICONS a6 isc os sis WEDS wie BS oe RECS e SKS 184 
£1,839 
Tax revenue collected as percentage of tax base: 
1947-48 tax revenue a _ 
1947-48 tax base eS — ee 
1948-49 tax revenue 199.56 —_ 
1948-49 tax base Se ee 


Percentage reduction from 1947-48 Se 
to 1948-49 in proportion of personal _ — ae 


5 X 100 = 4.07 per cent 
incomes taken in taxation 11.31 


The figures for ‘‘wages and salaries, ete.’’ are those shown in the 
official national income estimates as ‘‘ Wages, salaries, pay of members 
of forces, etc.’’ The figures for ‘‘business income’’ are obtained from 
the national income estimates by deducting from the total ‘‘ Personal 
income of residents’’ the income from ‘‘ Wages, salaries, ete.’’ for 
the same year. The base for the 1947-48 tax revenue is the 1947-48 
wage and salary income plus the 1946-47 business income, because 
the tax on wages and salaries is collected on the pay-as-you-earn 
principle but the tax on business income represents provisional tax 
based on the business income of the preceding year. Likewise the 
revenue collected in 1948-49 is based on the wage and salary income of 
that year plus the business income of 1947-48. 

The above calculation shows clearly the effect of the inflation on 
the burden of personal income tax and social services contribution. 
The inflation converted the reduction of 124 per cent promised in 
the 1948-49 budget into a reduction of only 4.07 per cent.’ 

In the case of other.taxes which are charged at flat rates, such as 
sales tax and payroll tax, the inflation has caused a large increase 


7. Strictly speaking, allowance ought to be made for the overtaking of arrears in tax 
assessments, which continued during 1947-48 and 1948-49, but no information is available 
to show whether that portion of the tax receipts which represents overtaking of arrears 
increased in proportion to the increase in total receipts. If it increased by more than this 
we ought to reduce correspondingly our estimate of the increase in the yield caused by the 
inflation ; if it increased by less than this, or if it actually declined (and it is likely that the 
latter has occurred), our estimate of the increase in the yield caused by inflation ought 
to be correspondingly increased. 
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in revenues, but these increases are, apart from changes in the rates 
of tax, roughly proportional to the respective increases in the value 
of sales and the total of wages paid, and the Government ‘does not 
get the special gain that results from the disguised increase in the 
effective rates of tax which we have illustrated in the case of income 
tax and social services contribution. The revenue from payroll tax 
rose from £10.5m. in 1942-43 (the first full year of its operation) to 
£19.8m. in 1948-49, although the rate of the tax (24 per cent on all 
wages in excess of £20 per week) was not changed. If we allow for 
the fact that the number of employees on whose wages payroll tax was 
paid increased during that period by about 24 per cent we get a. 
figure of £6.8m., or about one-third of the total revenue for 1948-49, 
as the inerease in payroll tax revenue for that year brought about by 
the rise in wage rates. We cannot get any accurate estimate of the effect 
of rising prices on the revenue from sales tax, because of the con- 
cessions which have been granted in every budget since 1944 and 
the difficulty of estimating the increase in the volume of taxable sales 
associated with the recovery from war-time shortages. However, sales 
tax revenue has increased in every year since June, 1944, with the 
exception of 1947-48, despite the fact that every budget since 1944 has 
contained concessions (including a reduction of the general rate from 
124 per cent to 10 per cent from 15th November, 1946). The tax on 
public companies (excluding the special war-time tax) was charged 
at a flat rate up to the introduction of the 1948-49 budget, when it was 
made slightly progressive by reducing the rate from 6s. to 5s. in 
the pound on the first £5,000 of taxable income. The rise in revenue 
from company tax has been roughly proportional to the rise in com- 
pany incomes. The revenue from the other important Commonwealth 
taxes, customs and excise, does not change with changes in the Aus- 
tralian price level, but increases in the volume and prices of imports 
have produced a rise of nearly 200 per cent in customs revenue 
from 1944-45 to 1948-49, while increases in the production of goods 
subject to excise helped to produce an increase in excise revenue from 
£46m. to £62m. over that period. 

Turning now to the Commonwealth Government expenditure, we 
may say that there is a general tendency for costs to rise roughly in pro- 
portion to the rise in the average price level. For example, of the increase 
of £44. in the wages and salaries bill of the Commonwealth from 
1938-39 to 1948-49, about £20m. is attributable to the rise of about 
56 per cent in the average rates paid and the remainder to the rise 
of 200 per cent in the number of Commonwealth employees. Even 
pensions and social service payments, which are based on fixed 


8. Figures taken from the annual reports of the Commonwealth Public Service Board. 
Overtime and allowances have been omitted. 








26 THE ECONOMIC RECORD JUNE 


scales, tend to increase under pressure of public opinion in line with 
the increase in the price level. 

However, there is one important item which has not been affected 
in this way, namely, public debt charges. Although the interest 
payable on the Commonwealth public debt increased from £14m. 
at 30th June, 1939, to £52m. at 30th June, 1949, this increase is due 
entirely to the increase in the Commonwealth public debt from 
£347m. at 30th June, 1939, to £1,843m. at 30th June, 1949. The 
amount of interest payable on each Government bond has not increased 
with the rise in the price level. The effect of this may be described 
as a ‘‘real saving’’ to the Government and a ‘‘real loss’’ forced on 
the holder of the Government bond by the fall in the purchasing 
power of money. The amount of this ‘‘real saving’’ to the Govern- 
ment in 1949-50 can be estimated by comparing the actual amount 
of the Commonwealth’s interest liability at 30th June, 1949, with 
the amount of interest which would have been payable at that date 
if the interest liability on the Commonwealth debt outstanding at 
30th June, 1939, had increased proportionately to the rise in the 
general price level since that time and the interest liability on each 
subsequent addition to the debt had increased proportionately to the 
rise in the general price level since the time of the addition. 

A ealeulation of this ‘‘real saving’’ is shown in Table III. The 
figures in the first column are taken from the public debt state- 
ments published annually in Part V of the Commonwealth Budget 
Papers, the interest payable overseas having been converted into 
Australian currency at the exchange rates current at 30th June, 
1949.19 The figures in the first column are adjusted by adding the 
Commonwealth’s contributions towards interest on the State public 
debts payable under the Financial Agreement, shown in column 2, 
subtracting the interest liability on Internal Treasury Bills, shown 
in column 3, and subtracting that portion of the profits of the Com- 
monwealth Bank and the Commonwealth Savings Bank paid into the 
National Debt Sinking Fund and the Commonwealth Consolidated 
Revenue Fund, shown in column 4. These adjustments give the 
figures in column 5 on which our calculation is based. The interest 
liability on Internal Treasury Bills has been subtracted because this 
does not represent a burden on the Commonwealth budget; it is 


9. In fact, it has fallen. The rate on new long-term Commonwealth debt was 3% per 
cent in 1949, compared with 3% per cent in 1939. 

10. Larger interest figures would have been obtained, and a greater “real saving” 
shown by our calculation, if the conversions had been made at the exchange rates operating 
since 19th September, 1949. However, it could be argued that the devaluation in September 
last was itself partly a result of the Australian inflation and that the increase in the 
Australian currency equivalent of the interest payable in New York caused by the devaluation 
might therefore be regarded as an extra cost to the Australian Government due to the 
Australian inflation. If this view were accepted it would be incorrect to show in our 
calculation a greater “real saving’ to the Government on account of the devaluaticn. 
Without discussing the question fully we adopt a cautious attitude and use the eariier 
exchange rates. 
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simply a book entry crediting certain trust funds with interest on 
their credit balances which have been used for other Governmental 
purposes. Those portions of the profits of the Commonwealth Bank 
and the Commonwealth Savings Bank paid into the National Debt 
Sinking Fund and Commonwealth Consolidated Revenue have been 
deducted because a large part of the profits of the Central Banking 
and General Banking Divisions and the Note Issue Department and 
the Savings Bank is derived from interest on the Commonwealth 
securities, including Treasury Bills, held by the Banks. That part 
of the public debt interest which is returned automatically to the 
Commonwealth in this way is obviously not part of the burden on the 
Commonwealth budget. 

The figures in column 5 therefore show the interest liability 
of the Commonwealth to the private sector of the economy and to 
oversea bondholders. Column 6 shows the annual Commonwealth 
interest liability at 30th June, 1939, and the subsequent increments 
due to the subsequent increases in the debt.14_ The increments have 
been adjusted in column 7 to allow for the reduction in the Common- 
wealth interest liability since 1947. Each of these adjusted increments 
has then been increased in proportion to the rise in the Nominal 
Wage Index from the relevant year to the December quarter of 1949. 
The series of inflated increments, shown in column 9, has been added, 
the total representing the amount of interest which would have been 
payable in 1949-50 if the interest had been adjusted in accordance 
with the rise in the general price level.12 From this total we have 
deducted the actual Commonwealth interest liability at 30th June, 
1949, £52,657,000, arriving at the figure of approximately £32m. as 
the measure in 1949-50 prices of the ‘‘real saving’’ to the Common- 
wealth on account of the inflation. The magnitude of this ‘‘real 
saving’’ might be illustrated by pointing out that it would be sufficient 
to finance the whole of the expenditure on child endowment during 
1949-50, which was shown in the 1949-50 budget as £31m. 


III 


The most significant conclusions that we can draw from this 
article are the following : 


11. We have made no allowance for the reduction in the average rate of interest payable 
on the debt since 1939 (see footnote no. 9 on page 26). The ‘‘cheap money” policy of the 
Government has been closely related to the financing of war-time expenditure with the 
assistance of bank credit and the reduction of interest rates is best regarded as one of the 
consequences of inflationary finance. 

12. We assume that there will be no substantial change in the interest liability during 
1949-50. We have used the Index of Nominal Weekly Wage Rates for Adult Males, published 
iby the Commonwealth Statistician in the Monthly Review of Business Statistics, as the 
best available measure of changes in the general level of prices and incomes since 1939. 
It seems to be more suitable than the “C’”’ Series Index of Retail Prices because the latter 
is generally considered to under-estimate the rise in the general level of prices since the 
war. The December quarter of 1949 has been used as the reference period on the assumption 
that prices will rise at a fairly even rate during the financial year, 1949-50. 
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1. The major inflationary force in Australia up to 1944 was the 
financing of war expenditure by the issue of Commonwealth Treasury 
Bills to the banking system. 


2. Since 1946 the Commonwealth Government’s revenue from 
taxation and other charges, plus the proceeds of the relatively small 
increase in Commonwealth long-term debt, has exceeded its expenditure, 
and the excess has been used to repay Commonwealth Treasury Bills 
(to the extent of £221m. by the end of June, 1949). However, this 
anti-inflationary measure has been more than counterbalanced by the 
expansion of advances to the public by the trading banks and the 
increase in international currency reserves. 


3. With the present system of Commonwealth taxation, under 
which nearly half of the Commonwealth tax revenue is derived from 
progressive taxes on incomes, inflation produces a large automatic 
increase in the yield of taxation which enables the Government to 
make generous gestures in the form of reducing tax rates without 
thereby reducing its tax revenue; there was even an increase in the 
revenue from individual income tax and social services contribution 
from 1947-48 to 1948-49 despite a considerable reduction of the 
rates in the 1948-49 budget. The revenue from company tax, sales 
tax, and payroll tax, increases with the inflation roughly in pro- 
portion to the rise in the level of prices and incomes. Customs 
revenue shows a remarkable increase, not caused by the Australian 
inflation, and excise revenue has increased but by a smaller percentage 
than the rise in the price level. 


4. Although there is a general tendency for the inflation to 
raise the costs of the Government roughly in proportion to the rise 
in the price level, it enables the Government to effect a large ‘‘real 
saving’’ in connection with its annual interest liability on the public 
debt. There was in fact a large increase in the Commonwealth’s 
annual interest bill from 1939 to 1947 (amounting to £33m.), but 
this was caused. by the financing of Commonwealth expenditure by 
public loans, which was not directly inflationary. 


5. Considering the overall effect of the inflation on the Com- 
monwealth budget, we conclude that the inflation has helped the 
Government to finance its greatly increased war and post-war 
activities, and paradoxically, has helped the Government to obtain 
since 1946 an annual surplus of revenue which it has used for the 
anti-inflationary purpose of repaying Commonwealth Treasury Bills. 


W. R. LANE. 
University of Queensland. 








NATIONAL OUTPUT, INCOME AND EXPENDI- 
TURE OF N.S.W., 1891 


I. Introduction. 
II. The Estimates. 
III. The New South Wales Economy. 
Appendix A—Sources. 
Appendix B—Comparison with T. A. Coghlan’s Estimate. 


I 


Economie historians are increasingly endeavouring to use the 
tools of analysis provided by modern economic theory in their study 
of economic development. However different the economic theories 
underlying these historical studies, as for instance those of Rostow, 
Schumpeter or Pigou,! they all require statistical data, whether of 
major aggregates, such as investment, consumption or the balance 
of payments, or of series relating to individual industries, such as 
wage-profit or productivity ratios. One indispensable source of 
such data is the estimate of time series of national income and its 
composition. 

Both for Great Britain and the United States, recent work has 
gone a long way in meeting this need of the economic historian. 
This article has arisen from the belief that similar work needs to 
be done for Australia if Australian economic development is to be 
studied on these lines. Such study, in turn, would open up the 
large, and as yet virtually untilled, field of Australian economic 
history as raw material for the empirical verification of economic 
theories of development and fluctuations. 

The article is intended as a pilot study,? undertaken to ascertain 
how far reasonably accessible statistical material would permit 
national income estimates for N.S.W. for the second half of the 
nineteenth century and to devise some of the techniques of estimate 
which might be used to overcome deficiencies of the available data. 
The year 1891 was selected, partly because the census of that year 
provides detailed information on the economy, partly for comparison 
with T. A. Coghlan’s estimate.® 

1. W. W. Rostow, The British Economy of the Nineteenth Century; J. A. Schumpeter, 
Business Cycles; A. C. Pigou, Aspects of British Economic History, 1918-1925. 

2. Reasons of space have precluded the publication, in this article, of the detailed 
workings and methods of the estimate. These have, however, been written up and are 
available in roneoed form to anyone interested on application to the authors, c/o Department 


of Economics, The University, Sydney. 
8. Cf. Appendix B. 
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II 


(a) National Output. Table I presents the estimate of national 
output. Owing to the nature of the available data, the output method 
of estimate, based on estimates of gross value of output less deductions 
for costs other than wages and salaries, could be used for only some 
of the industry groups. For the remaining groups, the income 
method, by which net incomes produced are estimated directly, had to 
be employed. In consequence, it has not been possible to present 
estimates of ‘‘income produced,’’ in the accepted, sense, for individual 
industry groups. While the national output represents the con- 
ventional factor cost concept, the components for individual industry 
groups represent ‘‘income produced’’ less interest and rent paid 
out. 


TABLE I 
National Output 
£ £ 
Primary Industries 
Pastoral industry .. ah aie carcerare 8,627,000 
Agriculture and wane farming . eaet ee 5,988,000 
Forestry .. .. «- ae he eer ag eee ae 194,000 
EE, So) cS 4. Se Se ee BED ole ees 146,000 
| eee eee ee ee ee ee 4,713,000 
———-__ 19,668,000 
Secondary Industries 
Manufacturing— 
Pactory production .. 2. cc 0s 6s oe 6 7,025,000 
Non-factory production .. .. .. .. .... 4,384,000 
Building and construction .. .. .. .. .. 6,902,000 
——_ 18,311,000 
Tertiary Industries 
Distribution .. .. ee oe ee ee ee 6,664,000 
Private transport— _ 
ARDS oc cc de we de SS ee 969,000 
ee sn aS dk GS? seesaw RGR Sa A 981,000 
IIE: he: 6-6 e's ao eet Ged. eas 5,972,000 
PN ahs Sc vk Ke lee 68 ee ee Sena es 2,942,000 
ees. ak xan ad Sa deed 682, 
—————_ 25,210,000 
OG MI ONIN acc: 5.5 > due cssige Kien ee ee es een ec eerees Ualaauen 3,923,000 
NET NATIONAL eteetaliees AT renee 2 oe ee ww «(ORR 
Depreciation .. .. . aad teen wae 10,519,000 
DG BEES ba ee Sa REO xen Se << uk ee ee ee ae 3,522,000 
GROSS NATIONAL PRODUCT .. .. co. os cc oe cs co SRR 


The output method has been used for the pastoral industry; 
agriculture and dairy farming; building and construction; manu- 
facturing (factory output); distribution; and net house rents. For 
the first two of these industry groups, the various components of 
gross value of output were estimated separately from such data 
as exports, slaughtering returns, livestock population, and (for 
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consumption of some foodstuffs) the national expenditure estimate; 
costs other than wages and salaries, including freight, commissions, 
fodder, seed, rent and interest paid out, and depreciation, were 
deducted from gross value of output. The same method was employed 
for building and construction. For factory output, an estimate of 
value of output for 1891 was available in Seven Colonies, 1901-2, 
based primarily on the Industrial Census of 1892, including data 
on raw materials and fuel used. This estimate has been accepted, 
subject to independent estimates of other costs. An entirely different 
procedure had to be employed for distribution, which caused the 
greatest difficulty. Gross valued output was estimated on the basis 
of certain (distribution plus transport) margins on wholesale prices 
for different groups of goods and services, the margins in turn having 
been estimated from data on wholesale and retail prices. The 
resultant estimate appears plausible in relation both to an independent 
estimate of wages and salaries in distribution and to Coghlan’s 
estimate of income produced in distribution. Net house rents were 
obtained from Census data on dwellings and data on weekly rents 
given in Wealth & Progress, with deductions for depreciation, com- 
missions and local rates. 

For all other components of national output, the income method 
was used. This rests, in the main, on an estimate of wages and 
salaries paid in each industry group, based on the occupational 
returns of the 1891 Census, and on wage rate data, chiefly from 
Wealth & Progress. Profits (including incomes of persons working 
on their own account) were obtained in different ways for different 
industry groups. For mining, shipping, and financial enterprises, 
the estimate is based on the published balance sheets of public 
companies, chiefly from the Australasian Insurance & Banking Record, 
supplemented, in the cases of mining and shipping, by cough estimates 
of the profits of unincorporated enterprises. For forestry, fisheries, 
manufacturing (non-factory output), and professions, the Census 
method had to be employed, average annual earnings being allocated 
to the employers and persons working on their own account as given 
in the Census returns. For private land transport and personal 
attendance (hotels, ete.) Coghlan’s estimate of profit incomes, also 
based on the Census method, was adopted in the absence of data on 
the basis of which his estimate might be improved. Finance also 
includes, besides the net profits of banks, finance and general insurance 
companies, the interest income of life assurance companies which 
was obtainable from the Industrial Census of 1892, as well as interest 
and rents (other than house rents) received by individuals which were 
estimated from banking and other financial statistics. Government 
services are represented by the wages and salaries of Colonial 
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Government employees obtained from the Blue Book and of municipal 
employees according to the Census method, and by the surplus of 
receipts over expenditure of public trading enterprises, defined as 
those authorities more than 10 per cent of whose expenditure was 
covered by receipts from sales. 

The figures for depreciation and indirect taxes in Table I which, 
added to net national output at factor cost give the gross national 
product, are taken from Table III. 


TasBLeE II 


National Income 


£ £ 
Wages and Salaries Paid by 
Trading enterprises .. .. ..... .. .. .. 22,589,000 
Financial emterpriacs .. .. 2. 2s ce cs oe 499,000 
Ose DWNENC nk ia KS ee ls 6 we. ote 4,022,000 
CEES Soles. Sows eel cae, Wh ee meurene 2,698,000 
—————_ 29,827,000 
Company Income 
WNT COMIN 566g Se hs er Sad el 3,450,000 
PImGvieial GOIRDOTIGR 2. ck cs ck we Se oe 851,000 
—_———_——_ 4,301,000 
Surplus of Public Authority Undertakings 
Trading undertakings .. .. . P 1,950,000 
Income of abpnenenaretpines Businesses, Farmers, Professions, 
Oats 32 r 25,519,000 
Net Rent and Interest 
Received by resident persons .. .. .. .. 5,215,000 
Received by non-resident persons .. .. .. 1,756,000 | 
Received by financial enterprises .. .. .. 542,000 
Less paid by public authorities .. .. .. .. —1,998,000 
—__——_—_——_ 5,515,000 
Net house rents .. .. aie. He adh Sere ha went eee ae 3,693,000 
Other net rent and interest ...... .. .. 2. 0. ce ce ee ee 1,822,000 
NET NATIONAL INCOME AT FACTOR COST .. .. .. 67,112,000 


(b) National Income. Table II sets out the estimate of national 
income. In the main, it represents a reclassification of the output 
estimate so as to conform to the concepts used in the current official 
estimates of Australian national income. These have been departed 
from in only two respects. In the case of life assurance companies, 
the ahsence of reasonable data on the annual increase in assurance 
funds has made it seem preferable to treat the interest income accruing 
from investments in N.S.W. as representing the income of policy 
holders (which implies that expenses were paid out of premia). 
Net profits of banks and investment companies have been grouped 
with the net profits of general insurance companies under ‘‘ Company 

B 








TaBLeE IIT 
National Expenditure 


A. Consumer Outlay 


OGRA MITTIN os. oe. es. Ke Som “we BeBe, 

Clothing and textiles .. 

Furniture, furnishings, household utensils 

Books, paper, etc. .. ee Res Cea 

Tobacco and miscellaneous | ee ee 

Finished consumer imports, n.e.i. .. 

Non-factory consumer goods . 

Metal products, n.e.i. .. 

Building material products, nei. 

Vehicles .. . ee 

Manufactured forms of light and heat .. 
Total Consumer Goods .. 

Transport . tg ac Regt 

Personal services Z 

Religion, education, charity . . 

Water, sewerage, non-manufactured light 

ana f8el 25 o's 5 een ss 

Professional services Sven iees 

Hospital expenses .. : 

Postage, telegrams . 

Gross house rents .. . 

Miscellaneous Government receipts classed as 

indirect taxes, n.e.i. .. . ian ea ae 8 

Total Consumer Services .. 


TOTAL CONSUMER OUTLAY .. 


B. Investment Outlay 


Public construction— , 
Coloniai Government construction 
Municipal construction ot 


Private construction— 
Wire fences, tanks and dams .. .. .. .. 
Farm buildings .. 
New commercial and industrial buildings 
New dwellings .. bia Ba 4 lates 


Other producer goods .. .. 
Private repair and maintenance . 
Increase in livestock oes 
Investments costs .. 


GROSS INVESTMENT OUTLAY . 


Less 


Livestock depreciation .. .. .. ... 
Depreciation in— 
Pastoral plant .. ao 
Agricultural implements ee 
Fisheries .. eS ane 
Mining .. a 
Manufacturing - : sts 
Construction industry ae 
Distribution .. avi 
Private transport . artes 
Public enterprises, public ‘buildings aa 
Pipeneims DOUGINES .. sks se ae 
Dwellings .. .. 
Total Depreciation — aay 


NET INVESTMENT .. . 


THE ECONOMIC RECORD 


£ 


18,361,000 
7,870,000 
1,443,000 

808,000 
1,467,000 
922,000 
1,090,000 
204,000 
126,000 
136,000 
248,000 


1,890,000 


4,228,000 
604,000 


6,149, 000 
77,000 


6,048,000 


783,000 


1,303,000 
250,000 
1,640,000 


4,260,000 


3,918,000 
2,000,000 


125,000° 


4,000 
320,000 
330,000 
143,000 
340,000 
100,000 

1,028,000 
50,000 


1,961,000 





32,675,000 


14,697,000 


47,372,000 


6,831,000 


7,453,000 
1,681,000 
3,288,000 
6,520,000 

336,000 


26,109,000 


10,519,000 


15,590,000 
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C. Government Current Expenditure on Goods and Services 


Gross Government expenditure .. .. .. .. .. .. .. +. 15,948,000 
Less ; 
Investment from loans .. i 4,750,000 
Investment from Consolidated "Revenue ‘a 1,298,000 
Transfer payments. (pensions, etc.) . Mare 1,333,000 
Loan redemption (debited in setge dle ie 246,000 
Interest paid to residents .. .. eign ea 196,000 
Interest Paid QUTOR 2... 6 26 cs ss ee 8% 1,763,000 
————— — 8,586,000 
TOTAL CURRENT GOVERNMENT OUTLAY .. 7,362,000 
D. Net National a ae at Factor dyes 
Consumer outlay .. .. ... i BEL Ra eenee se) ae 
Net investment outlay . Se bh qelde See Cee We ee ee 
Government current outlay enden tale ee cameabeetas 7,362,000 
FOUR CWNGOD oo is S56: Be dan 3 Sa, oe, GE ae eee 
Less: Indirect Canes Sate «. «- 8,522,000 
Plus: Net interest payments ‘abroad -. «+ +4,983,000 
Less: Net capital imports .. .. 2 2s 4,129,000 
Net changes in stocks— 
Net reduction in gold stocks .. — 746,000 
Net change in other stocks (residual item) + 202,000 
—————- — 3,212,000 
NET NATIONAL EXPENDITURE AT FACTOR ———— 
CRISS G6: ob Se HEESe Sodas Vee ep eareeeee 67,112,000 


Income,’’ 


prises.’’ 

Wages and salaries paid by trading and financial enterprises, 
public authorities, and consumers, respectively, represent the aggre- 
gates of the wage and salary components of the value of net output 
of the relevant industries of the output estimate. They have in all 
eases been estimated independently by the Census method, except 
for manufacturing (factory output) where the official estimate 
for 1891 from Seven Colonies, 1901-2 has been adopted, and for 
Colonial Government employees where the source has been the Blue 
Book. 

Company incomes, defined as the published net profits including 
debenture interest, after deduction of depreciation allowances and 
bad debts, have been obtained from the Australasian Insurance & 
Banking Record, supplemented by company reports in such other 
journals as the Sydney Morning Herald. No data were available for 
profits of private companies which are, therefore, included in the 
incomes of ‘‘Unincorporated Businesses’’ (except for mining and 
shipping where it was impossible to separate the profits of the two 
types of companies). ‘‘Unincorporated Businesses’? represent a 
portmanteau category, including the residue after deducting wages 
and salaries and company incomes from the income produced by all 
*‘trading enterprises. ’’ 


instead of under ‘‘Interest Received by Financial Enter- 
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‘‘Net rent and interest’’ represents the interest component of 
the ‘‘Finance’’ sector in the output estimate and net house rents, 
plus national debt interest (obtained from the Public Accounts and 
supplementary official sources). This amount is divided up between 
resident persons, resident financial enterprises and non-residents 
(the latter portion being obtained from the estimate of the balance 
of payments). Deducting public debt interest again as a transfer 
payment from the sum of these three items, and separating out net 
house rents from the residue, one obtains ‘‘Other Net Rent and 
Interest. ’’ 

(c) National Expenditure. Table III gives the estimate of 
national expenditure. In the absence of data on retail sales, house- 
hold budgets or actual investment outlay by individuals or firms, 
an entirely independent estimate of expenditure has proved impossible. 
Actual expenditure data have been used wherever possible. But these 
cover only items such as public outlay, expenditure on hospitals, 
charities, education, religion ; much of the estimate, therefore, depends 
on the output and income calculations. Nevertheless, the approach 
in the expenditure estimate has been almost entirely different and 
provides some cross-check on these estimates, as well as giving an 
arrangement of items appropriate to estimates of national expenditure. 

Gross expenditure on consumer goods (other than on non-factory 
output and miscellaneous imports) was obtained by adding the gross 
value of manufactured consumer goods, unmanufactured products 
sold as finished consumer goods, retained imports of finished con- 
sumer goods, and excise and customs duties, and deducting exports of 
manufactured finished consumer goods and (for food and drink 
only) unmanufactured finished consumer goods; to this total were 
added a margin for (wholesale and revail) distribution and transport 
costs, and an amount for estimated consumption on farms and stations 
of produce used as consumer goods. 

The composition of these items and of miscellaneous retained 
imports has been based on the classification of industrial output in 
Wealth and Progress, 1893. Miscellaneous imports n.e.i. cover con- 
sumer imports of goods not produced in the Colony; to their c¢.if. 
value has been added only a margin for distribution and transport. 
Expenditure on non-factory products has been derived entirely from 
the output estimate. 

Consumption expenditure on services was estimated directly for 
postage and telegrams, public transport, religion, charity and educa- 
tion, municipal water, light and sewerage, hospital outlay and miscel- 
laneous indirect taxes. Expenditure on rents, professional attendance, 
personal service and private transport was estimated on the basis 
of the output estimate. One major adjustment was required in the 
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estimate of expenditure on personal services (including art, amuse- 
ment, restaurants, hotels) : in order to avoid double-counting, net earn- 
ings of hotels and restaurants were deducted from personal service 
incomes since they were already included in expenditure on food and 
drink. 

The estimate of gross and net investment expenditure depends en- 
tirely on the output estimate. Gross investment has been obtained from 
components of national output as indicated in Table III; depreciation 
from the estimate of costs of the various industry groups; while 
net investment is taken as.a residual item. Attempts to make a separate 
estimate of saving as a cross-check on the estimate of investment proved 
fruitless. 

The estimate of Government outlay is the only part of the total 
expenditure estimate which is completely independent of the output 
and income calculations. It is derived directly from the Public 
Accounts by deducting from gross public expenditure, the outlays 
on public investment and transfer payments (including subsidies, 
donations, interest and loan repayments). 

Total outlay, including consumption, investment and public 
current expenditure on goods and services, exceeds the estimate of 
net national output by £3,212,000. Net national output, however, 
represents output produced in N.S.W. and is, moreover, valued at 
factor cost. Accordingly, in order to reconcile the two figures, it is 
necessary to deduct indirect taxes (£3,552,000), add net interest pay- 
ments abroad (4,983,000) and deduct net capital imports (£4,129,000), 
the latter two figures being obtained from the estimate of the balance 
of payments. With these adjustments, national outlay exceeds 
national output by £544,000. 

This difference may be accounted for by the fact that changes 
in stocks have so far been entirely ignored. In the absence of 
reasonably comprehensive data on stocks, no allowance could be made. 
But it is known that there was a decumulation of gold stocks of 
£746,000. This amount, representing disinvestment, should be de- 
ducted from national expenditure, bringing it within £202,000 of the 
estimate of national output. Since other industrial and commercial 
stocks are more likely to have increased than declined at the peak 
of the boom and beginning of depression in 1891, this remaining 
difference can only be regarded as a residual item. As such, it is 
no larger than could reasonably be expected, considering the deficiencies 
of the data underlying the estimates of output and expenditure. 

(d) The Balance of Payments. Table IV presents the balance 
of international payments of N.S.W. in 1891. Of the four major 
estimates, this is probably the least reliable. It would certainly be 
entirely inadequate for any purposes relating to the foreign exchange 
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market. But in relation to the national income, it probably represents 
a sufficiently close approximation. 

The chief difficulties reside in the lack of any guide to the 
magnitude of some of the service items on current account which 
have been omitted in both the previous attempts to estimate Australian 
balances of payments before 1914, by Coghlan and Dr. R. Wilson. 

The balance of merchandise trade is based on the official export 
and import returns (including gold), with adjustments of both 
exports and imports for personal effects, and of imports by adding 
unrecorded imports of ships and converting the total from sterling 
into Australian pounds. The import estimate represents c.i.f. values 
and, therefore, includes payments for freights and other charges which 
should more properly appear among the service items. 

N.S.W. shipping income was estimated, with suitable adjustments, 
on the basis of Dr. Wilson’s estimate of freight and other charges as a 
percentage of f.o.b. values; ships’ expenditure by accepting Dr. 
Wilson’s estimate of 12 per cent of freight charges. Overland trans- 
port includes only rail freights, based on overland export and import 
returns and freight charges per ton mile for various types of freight 
given in Wealth and Progress, 1892. N.S.W. Government expenditure 
abroad was obtained from the Public Accounts. The figure for foreign 
Government expenditure in N.S.W. is a rough guess. Remittances 
were estimated by the method used by Dr. Wilson, based on money 
orders received and paid. 

The two most difficult items proved to be tourist expenditure 
(including passenger fares on ships) and financial services. No 
clue was found which would allow even a rough estimate, and it 
has been found necessary to assume that payments balanced receipts 
under both headings. The assumption is probably unjustified since 
expenditure by N.S.W. residents abroad (including also income 
earned in N.S.W. and spent abroad by foreign residents) very likely 
exceeded tourist expenditure in N.S.W.; while, in the case of financial 
services, the structure of the N.S.W. banking system makes it not un- 
likely that the balance was the other way. In view of this the favourable 
balance on current account was probably smaller (and the residual 
item of ‘‘ other private capital imports,’’ therefore, larger) than appears 
in the Table. 

The estimate of interest paid overseas is only partially indepen- 
dent, since Coghlan’s figure of £3,450,000 for ‘‘absentee incomes”’ 
has been accepted, in default of better data, as the amount of interest 
and dividends paid, other than by public authorities. Public debt 
interest has been calculated independently from various official 
sources; so has the division of ‘‘absentee incomes’’ into the five 
categories listed in the Table. Interest received by banks has been 
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estimated from data on banks’ foreign assets in the Industrial Census. 
Since no information is available concerning other interest receipts 
from abroad, Coghlan’s estimate of absentee incomes must (except 
for bank interest which he seems to have ignored) be taken to 
represent net payments. 

In the capital account, public authority borrowing and redemption 
were obtained from the Public Accounts. Capital imported by 
immigrants was calculated on the assumption of an average of £25 per 
adult. The import of capital by the banks represents the inflow of 
British deposits during the year, obtained from data in the Australasian 
Insurance and Banking Record and the Industrial Census. The figure 
for ‘‘other private capital imports,’’ as a residual item, comprises 
all errors and omissions in the estimate and cannot be accepted as in 
any way reliable, though it is not unplausible. 


Ill 


This estimate cannot pretend to the degree of accuracy expected 
of modern national income estimates. Because of the nature of the 
sources, some of the smaller components of national output, especially 
forestry, fisheries and private transport, are liable to wide margins 
of error; so are some of the items of national expenditure and of the 
balance of payments. Nevertheless, it seems unlikely that a high margin 
of error, say more than 5 per cent, attaches to the major components 
or to the estimate of net national income. 

Despite its defects, the estimate can be used with reasonable 
confidence to express in quantitative terms some of the well-known 
features of the economy in 1891 and, perhaps, to illuminate some 
aspects not so well-known. 

Some of the magnitudes, in particular the size of the national 
income itself, mean little until estimates for other years become 
available. Whether 1891 or 1889 represented the peak year of the 
economy before the depression of the nineties must, for the moment, 
remain debatable. But the two years are unlikely to have differed 
greatly, so that the figure of £67,000,000 almost certainly represents 
approximately the highest level which N.S.W. national income reached 
during the long-run expansion after the gold period. 

One of the most interesting features of the economy, fairly 
generally accepted, was the importance of investment in relation to 
national income. Our estimate for 1891 suggests a ratio of net 
investment to net national income (valued at market prices) of 23 
per cent. This figure, however, does not represent what would 
normally be regarded as investment expenditure since the net natural 
increase in livestock is included; nor does it indicate the rate of 
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TABLE V 
Income Share of 
Share in Produced per Wages and 
Net National Occupied Salaries in 
Output Person Net Output 
1 2 3 
per cent & per cent 
Primary Industries 
Pastoral industry .. .. .. 12.9 335 16 
Agriculture and dairying .. 8.9 71 42 
Li an 0.3 124 50 
Fisheries .. 0.2 89 51 
J: ee 7.0 152 46 
OME h5 6% ae ic Ss 29.3 141 30 
Secondary Industries 
Manufacturing: 
Factory production .. .. 10.5 130 61 
Non-factory production .. 6.5 80 41 
Building and construction .. 10.3 171 66 
EOE Sis sae Bare AR 27.3 123 58 
Tertiary Industries 
Distribution .. . 9.9 110 44 
Private transport: 
Land transport .. Pe 1.4 115 47 
eee 1.5 104 80 
Government . we EE Aas 8.9 164 67 
Lg ee ae ae a 4.4 — — 
Other services .. .. .. .. 11.4 — -- 
<r 37.5 128 55 
Net house rents . 5.9 — — 
All Industries .. .. 2. 2... .. 100.0 154 44 





saving by N.S.W. as such since capital imports (foreign disinvestment) 
are included and possible changes in stocks disregarded. If livestock 
increase is deducted from net investment and net national income, 
the proportion becomes 21 per cent. This figure, still a high one, 
might best be taken as an indication of the relative importance of 
investment expenditure. If net capital imports and disinvestment in 
gold stocks are also deducted on both sides, the ratio falls to 14.2 
per cent. This has the best claim to be treated as the rate of net saving 
of the community and is not abnormally high. 

In the composition of net investment, some interesting comparisons 
are. suggested. Net private investment, including net increase in 
livestock, accounted for 62.5 per cent of total net investment; but if 
livestock increase is deducted, public investment accounted for nearly 
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half (43 per cent) of net investment expenditure. This figure points 
clearly to the extraordinary importance of public investment, a feature 
of the economy generally well-known. But it might be pointed out 
that the level of public investment was lower, absolutely, in 1891 
than for a number of years in the ’eighties, suggesting an even 
greater importance of public investment for a lengthy period prior 
to 1891. In the private sector, one element, new private dwelling 
construction, outweighed all others. Investment in new dwellings in 
1891 accounted for as much as 43.5 per cent of net private investment 
if livestock increase is included, and for 59.5 per cent if livestock 
increase is excluded. Apart from this element, it is illuminating to see 
the high proportion of the total private capital accumulation which 
did not entail in itself direct investment expenditure: net natural 
increase of livestock accounted for as much as 14 per cent of total 
net private investment. 

Looking at the share of the major industry groups in the net 
national output (Table V, column 1), it is surprising to find the 
low proportion due to primary industries, less than 30 per cent. 
The comparative modesty of the share of pastoral output, less than 

-13 per cent, is perhaps even more striking. It would appear that, 
whatever the predominance of pastoral produce in the export trade, 
the importance of the pastoral industry in the national output of 
N.S.W. at this time can be overstressed. This share, moreover, includes 
the natural increase in livestock; if the latter is deducted, the share 
of the pastoral industry falls to a mere 10.8 per cent. This contrasts 
with as much as 10.5 per cent of net national output due to factory 
production. Since non-factory production, as already explained, 
includes a good deal of repair work which should more properly 
be classed with building and construction, the share of manufacturing 
as a whole cannot be precisely stated. But it would appear to have 
been, by 1891, as large as, and probably larger than, pastoral pro- 
duction excluding livestock increase. 

The high proportion of national income accruing from tertiary 
industries, 37.5 per cent, is remarkable. These, of course, include a 
large amount of transport services which were a symptom of long 
distances as much as of high living standards. Nevertheless, the 
relative shares of distribution (10 per cent) of Government enter- 
prises and services, excluding construction (9 per cent), and of 
personal and professional services (11 per cent), are substantial and 
suggestive of high standards of living. 

The estimate enables us to infer something about the relative 
shares of wages and profits, and relative productivity in the different 
industries of the economy. In view of the margins of error attaching 
to some of the figures, comparisons can be made only with caution. 
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Table V, columns 2 and 3, show wages as a percentage of net output, 
and income per occupied person in each industry group. The figures 
showing the share of wages are of limited value since the ‘‘profit’’ 
share includes the earnings of employers and persons working on 
their own account. The latter group formed a large proportion of 
persons occupied in such industries as agriculture, non-factory pro- 
duction and distribution. 

Some contrasts, however, appear clearly. Both as regards pro- 
ductivity and the share of wages, the pastoral industry is sharply 
differentiated from the rest of the economy. The great superiority 
in productivity and the high share of income accruing as profits help 
to explain the enthusiasm for wool-growing which supported the boom 
of the ’eighties in N.S.W. The low productivity of agriculture and 
dairying stands in marked contrast. To some extent, this is the 
accidental result of low yields in agriculture in 1891. But even when 
allowance is made for this, the contrast stands out as a special 
feature of the economy. It is possible that the inefficiency was 
largely in dairying, due to the absence of summer pastures, the 
primitive techniques used in much butter and cheese production 
and other factors. Between these two extremes of productivity, 
building and construction, Government and mining stand high in the 
list. This is perhaps a not unexpected order of sequence. But it 
should be noted that the figure for mining conceals a great difference 
between the immense productivity of Broken Hill in 1891 and the 
poor scratchings of gold and other metalliferous mining. Although 
non-factory production appears low in the list, factory production 
appears, by 1891, to have achieved a respectable standard of efficiency, 
in line with the marked upward trend of industrial activity in the 
course of the ’eighties. 

The balance of payments enables us to express in quantitative 
terms the obvious dependence of the late 19th century N.S.W. 
economy on other ‘‘countries,’’ the other Australian Colonies and 
the United Kingdom. Approximately one-third of the gross national 
product passed through international trade. Not much significance 
attaches to the surplus on current account in the balance of payments 
which might be somewhat different if the missing invisible items 
could be supplied. The significant fact is rather that, with the decline 
in capital imports from 1890 onwards, N.S.W. succeeded in 1891 
in re-establishing a balance in her current account after the large 
import surpluses during the years of extensive borrowing of the 
eighties; the decumulation of gold stocks in 1891 which approxi- 
mately equalled the surplus on current account, however, suggests 
that this balance was partly achieved by what were, in effect, equi- 
librating gold movements. These gold movements, added to net 
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capital imports, just sufficed in 1891 to meet the, by now, heavy 
interest bill on British investments in N.S.W. Interest on the 
foreign public debt and other ‘‘absentee incomes’’ absorbed nearly 
8 per cent of the net national income. This may well have been the 
highest level which this ratio ever reached, for while national income 
declined in the following years of depression, ‘‘absentee incomes,”’ 
of which Broken Hill mining profits represented more than half, 
also declined. The real burden of the foreign debt, on the other 
hand, almost certainly weighed more heavily in the years of depression 
than at the top of the boom in 1891. 

Until estimates of national income for a lengthy period are 
available, it is dangerous to generalize from these facts. But they seem 
to confirm an impression, which might be formed on the basis of 
qualitative and other statistical information already at our disposal, 
that the late nineteenth century economy of N.S.W.—and the same 
may apply to Australia as a whole—was characterized by three 
central features: heavy overseas borrowing on public and private 
account, very large public construction expenditure and employment, 
and concentration of private overseas borrowing in the extraordinarily 
profitable pastoral industry prior to 1891. It may be suggested, by way 
of conclusion, that in these three features might be found the major 
elements in the economic development of the N.S.W. economy during 
the years from 1860 to 1900. 

H. W. ARNDT. 
N. G. BUTLIN. 
Sydney Unwersity. 


APPENDIX A 
Sources 


The following abbreviations are used in this Appendix: 


W. & P. 1892 = T. A. Coghlan; The Wealth and Progress of New South 
Wales, 1892, Government Printer, Sydney, 1893. 

S.R. 1891 = Statistical Register of New South Wales, 1891, Govern; 
ment Printer, Sydney, 1891. 

Seven Colonies 1892 = T. A. Coghlan, The Seven Colonies of Aus- 
tralia and New Zealand, Government Printer, Sydney, 1892. 
Coghlan MSS = Working sheets for various volumes of W. & P. and 
Seven Colonies in the possession of Mr. S. R. Carver, N.S.W. 

Government Statistician. 

A.].B.R. = Australasian Insurance and Banking Record. 

S.M.H. = Sydney Morning Herald. 

1891 Census = Results of a Census of New South Wales, 1891, 
Government Printer, Sydney, 1894. 

Ind. Census = Returns under the Census and Industrial Returns Act: 
Industrial Returns (Banking, Fire and Marine Insurance, Life 
Assurance), Government Printer, Sydney, 1893. 

Public Accounts = Public Accounts for 1891, Government Printer, 
Sydney, 1892. 
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Aud.-Gen. = Annual Report of the Auditor-General for 1891 (printed 


e with Public Accounts). 

R.C./W.L. = N.S.W. Royal Commission on the Western Lands, 
y Report, 1901. 
e S.C./P.0. Bank = N.S.W. Select Committee on Post Office Savings 


Bank-National Bank, Reports, 1893. 
Blue Book = Blue Book 1891, Government Printer, Sydney, 1892. 
£e Nash = R. L. Nash, The Australasian Joint Stock Companies Year- 
Book, 1898, Melbourne and Sydney, 1898. 
, Wilson = R. Wilson, Capital Imports and the Terms of Trade, M.U.P., 
1931. 


Insp. Stocks = Reports of the Chief Inspector of Stocks, 1889-1892, 
Government Printer, Sydney. 
O.E.P. = “Manufacturing Productivity and Real Income per Head in 
. —s Britain and the United States,” Oxford Economic Papers, 
ec., 





* National Output 

yf (a) Pastoral: All items gross value of output, W. & P. 1892; costs: 

1 interest and commissions, R.C./W.L. and S.C./P.0O. Bank; trans- 

’ port and depreciation, W. & P. 1892; liens on wool, stock mortgages 

le and Crown rents, S.R. 1891. 

.e (b) Agriculture and Dairying: All items gross agricultural output, 

W. & P. 1890-1; all items gross dairy output, ibid. and Coghlan MSS 

fe Seven Colonies 1892; costs: fodder, transport and depreciation, 

t W. & P. 1890-1; seed and rent, S.R. 1891; commissions R.C./W.L. 

: (c) Forestry and Fisheries: All items from Coghlan MSS W. & P. 

y 1893 (national income) and 1891 Census. 

y (d) Mining: Profits from balance sheets of mining companies, A.I.B.R. 
1891-8, S.M.H. 1891-2, Australian Mining Standard; wages: rates, 

yr W. & P. 1892; employees, 1891 Census. 

g (e) Manufacturing, Factory: Gross factory output, Seven Colonies 


1901-2 (for industry groups, also W. & P. 1893 and Ind. Census, 

costs: materials and fuel, Seven Colonies 1901-2; miscellaneous, 

based on O.E.P.; local rates, S.R. 1891 and Seven Colonies 1901-2. 
(f) Manufacturing, Non-Factory: Wages: rates, W. & P. 1892; em- 

ployees, 1891 Census; other incomes: Coghlan MSS W. & P. 1898. 
(g) Building and Construction: output: pastoral construction, 1891 

Census and Insp. Stocks; new dwellings, 1881 and 1891 Census, 
Coghlan MSS W. & P. 1898; municipal and public construction, 
and new commercial] and industrial buildings, S.R. 1890 and 1891, 
1881, 1891, 1901 Census; costs: materials, S.R. 1891; W. & P. 
1893 and Seven Colonies 1901-2. 
Distribution: Retail and wholesale prices and margins in liquor 
distribution, W. & P. 1892; import values, S.R. 1891; railway 
freight earnings, W. & P. 1892; private transport freight earnings, 
Coghlan MSS W. & P. 1898; gross output finished producer — 
th W. & P. 1893 and Seven Colonies 1901-2; commissions, R.C./W 

and S.C./P.0. Bank; non-commodity transactions, 1891 ae 

and Coghlan MSS W. & P. 1898. 


(h 


a 


ns (i) Private Transport: Wages: rates, W. & P. 1892; employees, 1891 
Census; profits: land transport, Coghlan Mss’ W. & P. 1898; 

8- shipping, A.I.B.R. 1891-8. 

d (j) Government: Government enterprises, output and costs, S.R. 

V 1891; wages and salaries, Blue Book and Public Accounts. 


(k) Finance: Wages: rates, Coghlan MSS W. & P. 1893; employees, 
1891 Census; profits: banks, A.J.B.R. 1891-3 and Ind. Census; 
investment companies, A./.B. R. 1891-8 and S.M.H. 1891-3; general 


"1 insurance companies, A.J.B.R. 1891-3; interest income of life 
’ assurance companies, Ind. Census; interest received by private 

” individuals, A.J.B.R. 1891-3 and S.R. 1891; private rents from 
f commercial and ind. property, S.R. 1891. 

ire (1) Other Services: Domestic service and personal attendance: wages, 


1891 oe and W. & P. 1892; profits, W. & P. 1892 and Coghlan 


er, MSS W. & P. 1898; professional earnings, Coghlan MSS, ibid., 
1891 Census, Blue Boo 
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(m) House Rents: Weekly rents, W. & P. 1892; dwellings, 1891 Census; 


local rates, S.R. 1891 and W. & P. 1892; rent collection and com- 
missions, 1891 Census and Coghlan MSS W. & P. 18983. 


National Income . F ’ ’ 
(a) Wages and Salaries: Domestic service, agriculture, pastoral, 


mining and quarrying, forestry, fisheries, building and construction, 
industrial, 1891 Census and W. & P. 1892; factory production, 
Seven Colonies 1901-2. and S.R. 1901; public employees, 1891 
Census, Blue Book; finance, distribution and private transport, 
Coghlan MSS W. & P. 1893 and 1891 Census. 


(b) Company Incomes: A.I.B.R. 1891-8, Australian Mining Standard, 


Nash, S.M.H. 1891-8, Ind. Census. 


(c) Net Rent and Interest: S.R. 1891, A.I.B.R. 1891-8, Ind. Census, 


S.L./P.O. Bank, Public Accounts, Aud.-Gen.; interest paid to non- 
residents, from balance of payments estimate. 


National Expenditure 
(a) Consumer Outlay: Consumer goods: gross value manufactured 


products, W. & P. 1893, S.R. 1891; excise and customs, W. & P. 
1892; unmanufactured finished consumer goods, W. & P. 1890-1; 
imports and exports of food and drink, S.R. 1891; Coghlan MSS 
Seven Colonies 1892; retail and wholesale prices, W. & P. 1890-1, 
2892; transport charges W. & P. 1892, Coghlan MSS W. & P. 
1898. Transport: W. & P. 1892, Coghlan MSS W. & P. 1898. 
Personal service: output estimate. Religion, charity, education: 
S.R. 1891. Rents: output estimate. Water, sewerage, etc.; S.R. 
1891, 1891 Census. Professional attendance: output estimate. 
Hospital, postage, telegrams: S.R. 1891. Miscellaneous indirect 
taxes: S.R. 1891, Public Accounts. Investment costs: 1891 Census, 
Coghlan MSS W. & P. 1893. 

Investment: Public and private construction, increase in livestock, 
and depreciation: output estimate; other producer goods: W. & P 
1893, Seven Colonies 1901-2; retained imports producer goods: 
S.R. 1891. 

Government Outlay: Gross expenditure: S.R. 1890 and 1891; invest- 
ment from loans: ibid.; investment from consolidated revenue, 
— payments, loan repayments and interest: Public Accounts, 

ud.-Gen. 


of Payments 

Merchandise Trade: S.R. 1891; imports of ships: W. & P. 1892, 
S.R. 1891; exchange rate: A.J.B.R. 1891; government expenditure. 
Services: S. R. 1891, Wilson; rail freight rates: W. & P. 1892; 
Public Accounts, S.C./P.O. Bank. 


(c) Interest: Aud.-Gen., S.R. 1891, S.C./P.O. Bank, W. & P. 1892 and 


1898, Coghlan MSS W. & P. 1898, A.I.B.R. 1892-3; Ind. Census, 
company incomes (output estimate). 


(d) Capital Imports: Public Accounts, Aud.-Gen., W. & P. 1897-8, 


S.R. 1891, A.I.B.R. 1892. 


APPENDIX B 
Comparison with T. A. Coghlan’s Estimate 


Coghlan’s estimates with which those here presented should be 
compared are the estimate of ‘‘incomes’’ published in Wealth and 
Progress 1893, p. 698; the estimate of the ‘‘cost of living’’ (con- 
sumption expenditure) published in Wealth and Progress 1892, p. 
849; and the estimate of capital imports and absentee incomes pub- 
lished in Wealth and Progress 1892, p. 678 and Wealth and Progress 
1893, p. 696. For none of these estimates did Coghlan puuviish any 
explanation of his sources and methods. But his working sheets which, 
by the courtesy of Mr. 8. R. Carver, we have been permitted to 
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consult, give a fairly complete picture of both. In making this 
comparison, we wish to emphasize our indebtedness to Coghlan’s 
pioneering work. Even where we have not been able to accept 
Coghlan’s conclusions, we have been greatly helped by the techniques 
he devised. 





TABLE A 
Comparison with Coghlan’s Estimate of National Output 
Coghlan New Estimate 
£000 £7000 
Ve re ae 13,326 8,627 
Agriculture and dairying . 5,209 5,988 
Forestry and fisheries (Coghlan: 

“other er a 400 340 
Mining .. . una. eect anes 4,554 4,713 
Manufacturing . = ee eta es 9,840 11,409 
Building and construction er ee ere 6,414 6,902 
Transport 
Government Wiha eotee aes 13,436 15,604 
Other services 
CEI os 55 bs iw ds Bde WEe 6,338 6,664 
ENG SOU a5 65 Ss ee US we BY 28 6,883 3,923 
DIBGMEG® ac 6k ee ce Se ee SE <5 — 2,942 

WOUME cs. 4s) 26 Sie oe ee ha es 66,400 67,112 








Coghlan’s figure for total incomes is not very different from 
our estimate of net national output. But this similarity is largely 
accidental. Coghlan’s total does not really represent net national 
output or income in the modern sense, but the sum of the gross 
value of output of all industry groups, without any deductions for 
depreciation and few, if any, deductions for other costs. 

Thus, to give one example, Coghlan obtained his estimate of 
income produced by the pastoral industry (£13,326,000) by adding 
the value of wool produced (£9,848,000) to ‘‘surplus’’ livestock 
(£4,877,000) and deducting from the total (£14,725,000) £769,000 
for Crown rents (the figure actually includes mining leases) and 
£630,000 apparently representing an estimate of rents paid to private 
landowners. The estimate of gross value of output differs from ours 
chiefly because Coghlan did not include the net natural increase in 
livestock as income of the pastoralists. But net value of output falls 
short of gross value of output in our estimate by the total costs other 
than wages and salaries which, including interest and depreciation, 
amounted to nearly £7 million. To the extent to which these costs 
represented interest paid, this difference does, of course, not affect the 
total national income to the same extent because they reappear in 
our estimate in the output of finance. In that respect, Coghlan’s 
estimate corresponds more closely than ours to the modern concept 
of income produced. 

Coghlan’s failure to deduct sufficient amounts for costs from 
gross value of output also accounts for his substantially higher 
estimates of manufacturing (factory) output and house rents, and 
would have yielded a higher estimate for agriculture and dairying 
but for the fact that Coghlan appears to have omitted some components 
of gross value of output. Both for mining and for building and 
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construction, Coghlan used the income method, based on the 1891 
Census (in the case of building and construction for employers as well 
as employees) and his estimates correspond fairly closely to ours. The 
correspondence is particularly satisfactory for building and con- 
struction, considering that the output method was used for the new 
estimate. 

The other two chief differences relate to non-factory output in 
manufacturing and to domestic service. For non-factory output 
Coghlan’s remarkably low figure of about £1,000,000 (as compared 
with £4,384,000 in our estimate) is explicable only on the assumption 
that he estimated factory output from the returns of the Industrial 
Census and consequently failed to include the earnings of persons 
occupied in small factories not covered by the Industrial Census 
definition. Coghlan’s much lower estimate for personal service results 
from his omission of any allowance for board and lodging. Minor 
differences arise chiefly from slight differences in the average annual 
earnings assumed in the estimate of wages and salaries, the different 
techniques employed in estimating distribution, and the details of the 
estimate of the output of Finance. 








TABLE B 
Comparison with Coghlan’s Estimate of Consumption 
Coghlan New Estimate 

£000 £000 

ie le re 21,740 18,361 
Clothing and textiles .. .. .. .. .. 8,392 7,870 
Other consumer goods .. .. .. .. .. 4,782 6,444 
Personal services .. . aigaguattiire 1,918 H 4,228 
Other services (incl. rents) _ ee 16,612 10,469 
We ee, ee ee Se ae 52,444 ; 47,372 








Coghlan’s estimate is based on an original calculation for 1890 
only part of which he subsequently revised during 1892. The major 
difference between Coghlan’s and our estimates is in ‘‘other services”’ 
where Coghlan included £4,300,000 ‘‘miscellaneous expenses’’ the 
content of which cannot be traced. It may be that part of these 
has been included in our figure for ‘‘other consumer goods,’’ account- 
ing for at least part of the difference in that category. The difference 
in the estimate of expenditure on ‘‘personal services’’ is due chiefly 
to Coghlan’ s omission of board and lodging, an estimate for which 
he added in 1893. 


TABLE C 
Comparison with Coghlan’s Estimate of the Balance of Payments 
Coghlan New Estimate 
£000 £000 
Interest on foreign public debt .. 1,905 1,763 
+ Absentee incomes (net) .. ie + 3,450 + 3,220 
— Surplus on current account .. . — 560 — 854 
— Government capital imports (net) —3,000 —2,188 
— Immigrants’ capital .. .. . —1,304 ; — 386 


Residual item eee = ‘capital 
atta Seis 490 1,555 
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Of Coghlan’s estimate, only the interest items were published 
in this form in Wealth and Progress 1892. The capital imports esti- 
mate can be found in print only by deducting the estimate of capital 
imports for 1886-90 in Wealth and Progress 1893, p. 696, from the 
estimate of capital imports for 1886-91 in Wealth and Progress 1892, 
p. 678. The differences between the two sets of estimates appear to 
be due to the following factors: 


Public debt interest: The difference here cannot be entirely 
accounted for, though some of it is explained by the fact that Coghlan 
made no adjustments for Government securities held in N.S.W., for 
interest on London bank advances, and for the exchange rate. 


Absentee incomes: Coghlan’s figure was accepted for this com- 
ponent; the difference is due to the deduction of interest received 
on banks’ foreign balances which Coghlan does not seem to have 
considered in weighing interest receipts by N.S.W. residents from 
abroad against his estimate of gross interest payments. 


Surplus on current account: Coghlan’s figure is the recorded 
export surplus on merchandise trade without any of the adjustments 
that have been made in our estimate, and without any allowance 
for invisible imports and exports. 

Government capital imports: No explanation can be found for 
Coghlan’s figure in his working sheets. 


Immigrants’ capital: Coghlan’s figure is the result of the follow- 
ing calculation. Having obtained a residual item of private capital 
imports of £2,300,000 by deducting Government capital imports from 
interest paid abroad, he deducted a further £500,000 (apparently 
based on a rough guess) for sums ‘‘lent for investment.’’ Dividing 
the residue of £1,800,000 by the number of net immigrants (13,045) 
in 1891, he obtained a figure of £140 for immigrants’ capital per head. 
He appears to have considered this figure too high, and revised it 
down to £100, giving total immigrants’ capital as £1,304,500, the 
figure which he published. 

The residual item then resulted as shown in the Table. 








IMPORT CONTROL IN NEW ZEALAND’ 
1938-1950 


I. Introductory. 
II. Basic Features. 
III. Administrative Problems. 
IV. Some Statistics. 
V. Some General Observations. 


I 


Import control had been in operation in New Zealand for eleven 
years continuously when the Labour Government was defeated at 
the general elections towards the end of 1949. The National Party 
assumed the Treasury Benches committed to effect substantial modi- 
fications to the import licensing system and in particular to create 
a ‘‘Board of Trade’’ one of whose functions would be to ‘‘overhaul’’ 
the system. It seems appropriate, therefore, to review the system 
of import control which has been an important factor in the 
Dominion’s economy during an interesting period in its economic 
and political history. 

It should be mentioned at this stage that the system remained 
virtually unchanged from its inception until 1948. Towards the 
end of that year two changes were announced to operate for 1949, 
and two further changes were announced towards the end of last 
year to be operative in 1950. However, these changes (which will 
be referred to later) did not fundamentally alter the system. 

Except during the more crucial of the war years, the subject 
of import control has been one of almost continuous controversy in 
both political and business circles in the Dominion. In recent years 
most trading and manufacturing groups have urged many changes 
in the system and the National Party included in its election mani- 
festos, both in 1946 and 1949, policies designed broadly to give effect to 
the wishes of these groups. The Labour Government steadfastly refused 
to concede that any major changes were necessary. During recent 
years there has not been any substantial divergence of views on the 
necessity for a continuation of import control in some form in the 
immediate future. 

1. The writer won the 1948 Dr. Athol McKay Memorial Essay Competition on ‘Economics 
of Import Control,” conducted by the Wellington Branch of the Society, and in May, 1949, 
addressed the Branch on “Import Control in New Zealand.” This article is based on some 
of the material used on those occasions. At the time of writing (early March, 1950), it 
seems probable that substantial changes in import licensing will have been announced prior 
to the publication of the Record. Suggested reforms to the present system have therefore 


been omitted from this article which is confined to a review of the system as it has 
operated hitherto. 
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Although a system of import control was included in a 1935 
New Zealand Labour Party Policy pamphlet prepared by the late 
Mr. Savage (afterwards Prime Minister) and also in a later pamphlet 
on guaranteed prices written by Mr. Nash, Minister of Customs, 
after the Labour Party became the Government, there was no apparent 
move to introduce import control in New Zealand prior to the general 
election at the end of 1938. During the period of the election cam- 
paign of that year, however, a rapid deterioration in New Zealand’s 
sterling fund balances took place. Net oversea assets of the New Zea- 
land banks which stood at £36m. in December, 1935, had fallen to 
£23.65m. in December, 1937, £20.55m. by 31st August, 1938, and to 
£7.88m. at the end of November. Exchange control was therefore 
inevitable. Its announcement and subsequent Government references 
to it spoke somewhat euphemistically of ‘‘import selection,’’ a policy 
of building up local industries, a policy of diverting more imports 
to the United Kingdom and so on. The facts, nevertheless, pointed to 
an inevitable imposition of exchange control to check a serious 
economic situation, the causes of which were partly political and 
partly economic.” 


II 


In essence, the import licensing system in New Zealand is 
very simple. . It was introduced on 5th December, 1938, by short 
regulations of sixteen clauses pursuant to the Customs Act, 1913, 
and the Reserve Bank of New Zealand Amendment Act, 1936, and 
validated by Section 10 of the Customs Acts Amendment Act, 1939.8 
Subject to the power of the Minister of Customs to grant exemptions, 
imports of any goods were prohibited except pursuant to an import 
licence. Applications for licences were to be made to local Collectors 
of Customs at proposed ports of entry, and provision was made for 
appeals against unfavourable decisions—to be made to the Minister 
or his delegate. Exceptions from licensing were notified on 8th 
December, 1938, and included bona fide gifts and imports by post 
not exceeding £10 for any one importation, provided the goods were 
not for sale or business use. (Details in regard to bona fide gifts were 
amended in 1941 and 1948.) Also exempt were imports of Crown 


2. See “Import and Exchange Control in New Zealand,” H. Belshaw, Economic Record, 
December, 1939, pages 173-186, for a detailed analysis of the balance of payments 
problems during the 1930’s and particularly in 1938 and 1939, and of the first six months’ 
operation of import control. 

For references to various aspects of events leading up to the introduction of Import 
Control and to its initial operation (all written circa mid-1939), see also “The International 
Position as it affects N.Z.,’”” J. B. Condliffe; ‘‘The Economics of Insulation,’”’ D. B. Copland ; 
“The State and Industry,” B. R. Turner; and “The ‘New’ Policy of the Labour Party,” 
J. O. Shearer—Economic Record, Supplement, Oct., 1939, pages 20-22, 27-31, 118-119 and 
145-147 respectively. See also “Changes in New Zealand’s Import Structure,” B. 
Sutch, Economic Record, Dec., 1948, pages 203-207. 

8. “The Legal Setting of Import Control,” J. Stone, Economic Record, December, 
1939, pp. 187-196. 
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property and such items as heirlooms not exceeding in value £100, 
passengers’ baggage and official supplies for representatives in 
New Zealand of other countries. 

For the first two years, six-monthly periods were used as a 
basis for allocations and licences, and thereafter, from 1941, full 
calendar years became the basis with varying concessions of ‘‘over- 
lapping’’ into subsequent periods allowed in respect of the currency 
of licences. At first, the basis of allocation was not made public; but, 
from the fourth licensing period, printed schedules were published 
giving the allocations or prohibitions for each tariff item or particular 
goods within tariff items. Applications had to be lodged on pre- 
scribed forms and could cover several classes of goods. From the 1949 
period, with a view to speeding up decisions, applications were 
each to be confined to one class of goods and be typed in quin- 
tuplicate, one of the copies becoming the licence in due course if the 
application were granted. For 1950, six-monthly periods were 
introduced for licences on Canada and U.S.A. in order to maintain 
tighter control on imports from dollar sources. 

With the exception of the last two modifications, the machinery 
of import licensing in New Zealand has remained virtually unchanged 
throughout its operation. From the inception of licensing a large 
proportion of applications has been referred to the Department of 
Industries and Commerce, which has acted in an advisory capacity 
to the Comptroller of Customs on most applications involving the 
importation of capital equipment and raw materials for local in- 
dustries or of goods of a type which would compete with those of 
local industries. 

The annual import licensing schedule indicates item by item the 
goods for which ‘‘basic’’ licences are granted, i.e., a percentage of a 
previous year’s licences of those goods, but only from particular 
countries specified. For example, the 1950 schedule shows ‘‘ Tariff 
Item 333(3) rabbit traps and similar traps—AA 100% 1949,’’ the 
basis ‘AA’ being in respect of goods from all British countries except 
Canada. Until December, 1949, many basic licences were available 
only on the United Kingdom and Crown Colonies but a number 
were available on all countries other than Canada and U.S.A., but 
with the proviso that individual licences were restricted to the same 
country of origin as in the base year. Licences for these goods are 
granted on application. Then there are ‘D’ items for which no 
licences are to be granted—there are 333 of these items in the 1950 
schedule out of a total of some 950 items. Finally, there are ‘C’ (or 
‘*Controlled’’) items, where applications are considered according to 


4. See W. B. Sutch, op. cit., pp. 207-211, for details relating to the 8th Licensing 
Period, 1944. 
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need, availability of local manufactures, availability of oversea ex- 
change, country of origin and so on.5 A few items are marked 
‘‘Deferred’’—usually awaiting the announcement of annual quotas 
by supplying countries. 

A separate announcement made concurrently with the issue of 
the 1949 schedule gave a list of some 113 goods nominally ‘D’ items 
but for which ‘‘token’’ imports were to be permitted from the 
United Kingdom under certain conditions. The token imports are 
ostensibly 20 per cent of 1938 import figures (value); but the con- 
ditions attaching to the issue of these import licences and the greatly 
increased cost of goods since 1938 operate to reduce the volume of 
any token imports to an amount very much below 20 per cent of the 
1938 volume. ‘‘Token’’ imports into New Zealand are a concession 
to United Kingdom manufacturers to enable them to keep their 
products on the New Zealand market and are akin to similar con- 
cessions made by the United Kingdom to certain countries. In many 
eases the United Kingdom manufacturers who exported to New 
Zealand in 1938 have since commenced faetories in New Zealand and 
would not desire to take advantage of the token concessions. 

A fundamental change was announced in December, 1949, by 
the new Government. For the 1950 period licences normally avail- 
able only on a specified British country are to be available on any 
other British country except Canada. This change marks a step 
towards non-discrimination in international trade and goes a con- 
siderable way in meeting criticisms from Australian exporters in 
particular that they were unduly restricted in competing in the 
New Zealand market against United Kingdom exporters. The declared 
policy of the Labour Government was to use the import licensing 
system to give preference to imports from the United Kingdom to the 
maximum possible extent. 

Almost immediately after the inception of import control, dis- 
cussions were held between the Department of Industries and Com- 
merce and representative groups of manufacturers in a wide range 
of industries. These discussions were with a view to ascertaining the 
extent to which those industries could expand in order to save, in 
the long run, the oversea exchange representing the difference between 


5. See W. B. Sutch, op. cit., pp. 210-211, for lists of some of the “control” items, some 
of the items for which basic allocations were granted, and some of the ‘D’ items in respect of 
the 1944 licensing period. Most of the commodities there listed continued to be in the same 
categories in subsequent years and remain so. 

6. These token imports are regarded as concessions to United Kingdom exporters 
primarily and not to the New Zealand importer or consumer. The token policy was adopted 
apparently in lieu of the undertakings (not complied with) included in what was known as 
the Stanley-Nash White Paper of 12th July, 1939, which was abrogated in 1948. Among 
other things, this White Paper ostensibly bound the New Zealand Government not ‘“‘to 
employ the import licensing policy in order to give protection to New Zealand industry 
against imports of United Kingdom goods on a scale which prevented full opportunity of 
reasonable competition.” The ‘D’ items under import licensing obviously negatived any 
intention of the 1939 White Paper that there should be no absolute exclusions of United 
Kingdom goods, and the token concessions slightly modify the position. 
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imports of the necessary extra raw material plus the extra capital- 
equipment required and the cost of the finished goods which would 
otherwise have had to continue to be imported. When the major 
industries had been examined, discussions then developed on a large 
number of detailed proposals of individual firms. Expansion of 
local industries over a considerable field occurred in 1939 and the 
earlier years of the war, and this expansion was resumed after the 
war.’ 

The former Minister of Customs by no means entirely delegated 
the making of decisions on applications and appeals to the Comp- 
troller of Customs and many decisions were made at Ministerial level 
—particularly on appeals. This was a source of constant criticism 
by trading interests who desired that the system should be ‘‘freed 
from political control.’’ 

Finally, the production of an import licence to a trading bank 
(working in co-operation with the Reserve Bank) assures virtually 
immediate provision of the oversea funds necessary to cover the 
proposed imports.® 


III 


One of the obvious problems of the system arose from the huge 
amount of detailed work thrust upon the Customs Department which 
was not organized nor constituted for the task. One inevitable result 
has been long delays involving considerable economic waste in many 
forms. Probably between fifty and a hundred thousand separate 
applications by importers and manufacturers have been necessary 
during a licensing year. It has been not uncommon for three months 
or more to elapse between the lodging of applications and the com- 
munication of decisions. if the decision was unfavourable and an 
appeal lodged (sometimes successfully) a further delay was involved. 
Cumulatively the time taken by business men and their staffs in 
making enquiries in order to try to secure earlier decisions was 
enormous. The delays were increased in the many thousands of cases 
which had to be handled each year by the Department of Industries 
and Commerce in addition to the Customs Department. 

The announcement annually of basic quotas for the following 
year for a wide range of goods naturally tended to a predominance 
of applications towards the end of each calendar year and these took 
several months to clear. (The 1948 licensing schedule was published 
in August, 1947, and 1948 licences were available as soon thereafter 


7. See Section IV (f). 

8. See “Exchange Control in New Zealand,” A. R. Low, Economic Record, December, 
1940, pp. 224-230, for exceptions to this policy which were necessary during 1939 and 
1940, when the levels of overseas funds were insufficient to meet the volume of import 
licences issued. 
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as licences could be issued, after application, for the importation of 
goods from Ist January, 1948, to 28th February, 1949. Similarly 
the 1949 and 1950 schedules were issued in the preceding Octobers, 
and similar fourteen months’ periods were applicable—ending 28th 
February. Goods on a vessel arriving in New Zealand after the end 
of a period are chargeable against the licences for the new period and” 
hence there tends to be shipping congestion at the main ports at the 
end of each period.) If an importer had goods shipped in expectation 
of a licence being granted, he incurred risks of forfeiture or penalty 
if no licence was forthcoming. One result has been that many im- 
porters will not place orders in the supplying countries during the 
period their applications are ‘‘under consideration.’’ This is em- 
barrassing to importer and the oversea manufacturer alike, par- 
ticularly when, as has been the case in recent years, the demand has 
greatly exceeded the supply. On the one hand, production difficulties 
of suppliers were accentuated by uncertainty as to orders; and on 
the other hand offers for limited periods were jeopardized. Particular 
difficulties were created in securing the normal timing of deliveries 
of seasonal goods. It must be remembered that similar restrictions 
in other countries, often coupled with export restrictions and quotas, 
intensified the whole problem—as much for the exporting manufacturer 
as for his oversea purchaser. 

The delay aspect of import licensing was one of its more serious 
disadvantages, and was the inevitable result of the policy of retaining 
detailed control over the whole field of imports. However, over a 
considerable range of goods where the granting of licences at least 
to some extent could be confidently anticipated, orders were in fact 
placed. But in many cases oversea suppliers insisted on the import 
licence number being quoted before an order was accepted—certainly, 
of course, before shipment. 

The fundamental weakness of import licensing was that an attempt 
was made in far too great detail to determine centrally the import 
requirements and desires of the community which in a country so 
dependent on imports are almost infinite in a sense, as well as variable 
from year to year. It is quite impossible for State Departments 
to be aware of the latest day-to-day market intelligence over the 
whole importing field even though their officers may be relatively 
well-informed in particular fields. Nor can they have over the wide 
range of goods covered, anything approaching up-to-date manu- 
facturing and stock statistics, which are necessarily a pre-requisite 
to accurate market forecasting on a national scale. New Zealand 
official statistics are seriously in arrears, and detailed up-to-the-minute 
market surveys are practicable over only a narrow range of goods 
with the limited numbers of Government officers available for such 











56 THE ECONOMIC RECORD JUNE 


work. The result has been inevitably recurring gluts and shortages 
in some lines, which have been a disturbing element both in business 
and for the consumer and creative of an accentuated measure of 
economic instability. There seems to be no evidence to support the 
claims of some advocates of permanent import licensing that officially 
***nlanned’’ imports would produce fewer gluts and shortages than 
would free importing. 

A cornerstone of import licensing policy has been that licences 
would not be granted for goods which local manufacturers could 
produce in ‘‘satisfactory quality’’ and at a ‘‘reasonably competitive 
price’? compared with similar imported goods. Consideration has 
therefore always had to be given to local manufacture before grant- 
ing licences for a wide range of goods. This work has largely devolved 
on the Department of Industries and Commerce. The task of fore- 
casting production may be relatively easy in respect of many well 
established and relatively efficient industries, the products of which 
are of proven quality, satisfactory range and reasonable price. 
However, to try and estimate production other than in value alone, 
in a number of important industries was almost guesswork. ‘‘Value’’ 
estimates alone are, of course, practically useless when there is a 
wide range of sizes or types comprising those values. But where 
overall production is known to be below demand and some imports 
are necessary, some official decision had to be made as to imports to 
be allowed. 

What values of licences were to be granted and for which types 
or sizes of goods? If the licences could not be ‘‘tagged’’ as to 
types or sizes, because of the impossibility of arriving at suitable 
descriptions or determining quantities size by size, there was no 
certainty that importers would bring in lines of which local pro- 
duction was deficient rather than what were often the more profitable 
selling-lines—which were often also those made by the local manu- 
facturer. Other important questions arose. Were the local goods 
‘‘near enough’’ to satisfy the consumer, or were goods offering from 
abroad embodying new advances in technique or style or design 
such that oversea funds should be spent on them in order to provide 
variety or to keep local manufacturers ‘‘on their toes’’? If an overall 
value-limit were placed on the importation of factory and servicing 
raw materials for the production or maintenance of some commodity, 
how was the sum to be split up between the applicant manufacturers, 
and should wholesale merchant importers or indentors have shared in 
the figure, and if so in what proportion? And should a progressive 
efficient firm whose business was expanding have been given more 
favourable treatment than others or should it have been held to the 

basis of some figures of a previous year—for many years 1938 was 
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the ‘‘base year.’’ To what extent should one manufacturer be 
forced to use as raw materials, goods produced by another local 
manufacturer when the former desires on a cost or quality or range 
basis to import instead? These questions and others like them point 
to very real problems which are inherent in an overall and detailed 
import licensing system such as has operated in New Zealand. 

Another problem arising from import licensing in New Zealand 
—partly but not wholly related to the contemporary almost all- 
inclusive price control system—was that under basic licences for 
general classes of goods those particular commodities or sizes or 
qualities were often imported which would yield maximum profits, 
to the exclusion (or inadequate supply) of other needed commodities, 
usually in the utility or low price fields. In other words, the results 
were unbalanced stocks, shortages of certain imported lower-price 
utility goods and consequent inconvenience (or higher living costs) 
to consumers. 


IV 


A difficulty in discussing the economics of import control in 
New Zealand is that there were only nine months of import licensing 
before the commencement of World War II; when some form of 
import control (probably much the same as existed) would almost 
certainly have been enforced for the six war-years at least. Substantial 
modification would not have been prudent till 1947 at the earliest, 
and possibly even later. And in that year the dollar ‘‘crisis’’ became 
acute, and import licensing in respect of ‘‘hard currency’’ countries 
would certainly have had to be retained. 

Thus, it is very difficult to discuss the economics of import 
licensing in New Zealand in terms of.normal economic conditions. 
It seems that the disequilibrium between the dollar and sterling 
trading-areas is likely to persist at least till 1952, though it is 
rapidly becoming possible to speak of approaching normality in 
availability of supplies of goods over a wide range from most of New 
Zealand’s supplying countries. 

Therefore, in presenting a series of statistics related to the opera- 
tions of import control, it should be stressed that the period covered 
by the control is virtually wholly abnormal. As with so many 
economic problems during the past decade, it is almost impossible 
to isolate any particular feature of the economy for purposes of 
analysis without making so many assumptions that the analysis 
becomes of limited value. This is particularly true in respect of 
import control in New Zealand. Not only has the period included 
the war and the subsequent dollar ‘‘crisis,’’ both with their inevitable 
interferences with free trading, but the Labour Government, in office 
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throughout the period, introduced extensive controls over many aspects 
of the economy partly because of war and post-war conditions and 
partly in accord with its politizal philosophy. Thus, although in a 
country so dependent on oversea trade as is New Zealand, import 
control must have had important effects of itself, these effects have 
been considerably concealed and modified by many other controls in 
the economic sphere.® 

The statistics which follow are presented therefore with some 
reserve. In most cases no attempt is made to do other than point 
out the more obvious changes which may fairly safely be linked 
with import licensing—though not necessarily wholly attributable 
to it. 


(a) Policy of Replacement of London Indebtedness: 


An important factor should be mentioned here which has a 
considerable bearing on determining the extent to which control 
over imports from the sterling area has been or will continue to be 
necessary. The Labour Government adopted a policy of repayment of 
loans falling due in London from time to time, coupled with a policy 








TABLE [1° 
Fluctuations in N.Z. Government Oversea Indebtedness, 
1920-1949 
As at Total Average Varia- 
31st Oversea Periad Total tion per annum 
March Indebtedness Fluctuations in net oversea 
borrowing 
£(Stg.)m. Years £(Stg.)m. £(Stg.)m. 
1920 99.1 _ — me 
1925 123.8 5 + 24.7 + 49 
1931 157.8 6 + 34.0 + 5.7 
1935 162.7 4b + 49 + 1.2 
1945 160.0 10c — 2.7 — 
1946 121.4 1 — 38.5d — 38.5 
1947 121.4 1 os _ 
1948 110.0a 1 — 11.4 — 11.4 
1949 107.0a 1 — $3.0 — 3.0 

















a. Includes an amount of £(stg.)26.2m. on which interest payments are 
suspended by agreement with the U.K. authorities and which is 
now shown separately in the statistics on oversea indebtedness. 


b. Includes’ period of depression. 
. Includes period of war. 


c 
d. Includes £(stg.)18m., being final repayment to U.K. Government 
on account 2nd World War debt. 


9. See H. Belshaw, op. cit., p. 186, last paragraph. 

10. Figures up to 1946 based on figures from New Zealand Official Year Book, 1946, 
pages 419 and 790. For 1947, 1948 and 1949 the figures are based on those in New Zealand 
Parliamentary Paper B.1, Part 1 (‘Public Accounts’), 1949, page 72. Australian figures 
are converted to sterling at rates of exchange ruling at approximately 3lst March in years 
quoted. The oversea indebtedness of the General Government reached a peak in 1933, when 
£(stg.) 161.401 million was domiciled in London plus £(A)2,869 million in Australia. The 
jee reached £(A)4.277 million in 1930 but are currently just under 
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of non-borrowing abroad.!! Except for war-purposes, when advances 
(since repaid) were necessary from the United Kingdom Govern- 
ment, the New Zealand Government strove to reduce public indebted- 
ness abroad to the greatest possible extent. Prior to the advent 
of the Labour Government substantial oversea borrowings augmented 
the amount available for imports, whereas the period of import 
control has coincided with one of repayment of oversea debt. 
It is relevant to examine the extent to which this change of policy 
has been one of the contributing factors in creating an abnormal 
pressure of local purchasing-power on available funds for imports—- 
and hence in extending the period for which import control may be 
necessary. There may be good arguments from a purely financial 
viewpoint in repaying loans when money is relatively ‘‘cheap’’ and 
export income is high—but these arguments are negatived in cir- 
cumstances when capital expansion is very marked and based on 
oversea equipment at relatively high prices, and when internal 
inflation accentuates the demand for imported goods. 

These figures reveal a substantial change in the annual resources 
available for imports. Compared with pre-Labour Government days 
(up to 1935) provision has had to be made from available funds 
otherwise expendable on commercial imports for a large figure for 
Government capital works previously financed from oversea borrowings. 


TaB.LeE II?2 


Imports to N.Z. of Certain Broad Classes of Goods, 1938, 1939 
1946 and 1947 











1938 1939 1946 1947 
£(N.Z.)m. | £(N.Z.)m. | £(N.Z.)m. | 8(N.Z.)m. 
Farm Producers’ Materials 12 1.3 2.3 2.5 
Farm Producers’ Equipment 1.6 1.2 2.1 2.1 
Manufacturers’ and Commercial 
Equipment 6.3 5.6 10.8 16.9 
Food Manufacturers’ Materials 22 2.0 5.2 7.1 
Textile Manufacturers’ Materials 4.0 4.4 11.8 20.7 
Other Manufacturers’ Materials 
(Excluding Beverages and 
Tobacco) 8.2 7.8 12.0 20.5 
All Consumer Goods 14.8 10.9 11.5 26.8 
Other Goods (Including Trans- 
port Equipment and Fuels) pip 16.2 15.9 32.1 
Total Merchandise Imports £55.4 £49.4 £71.6 £128.7 

















11. See “Public Finance and Control of Investment in New Zealand,” L. W. Holt, 
Economic Record, Supplement, Oct., 1939, pp. €7-68.. 

12. 1938 figures based on New Zealand Official Year Book, 1940, page 273, and 1939 and 
1946 figures on 1946 Year Book, page 851. 1947 figures by courtesy Government Printer—set 
up in print but not published at time of writing. The total figure for 1948 was £128.2 million. 
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The pressure on oversea funds (and hence any need for import 
licensing) has obviously been accentuated by the non-borrowing, loan- 
repayment policy, on London from 1936 to 1949. 


(b) Changes in Broad Pattern of Imports: 


One of the obvious effects of import control has been the develop- 
ment of local manufacturing industries, and this has caused a marked 
change in the nature of imports. Table II shows the relatively large 
increase which has occurred in the imports of raw materials for 
manufacturers and the reduction in consumer goods. 

Allowance must be made for greatly increased costs in 1947 
compared with pre-war. Farm producers’ equipment and materials 
have obviously increased at a much lower rate than manufacturers’. 
This table shows clearly, a considerable change in the pattern of 
imports during the past decade. Though statistics in the above 
series are not yet available for 1948, the figures for imports of 
specific commodities for that year suggest that the movement towards 
a higher volume of manufacturers’ equipment and material has 
developed further since 1947. 


(ec) Goods Available for Consumption: 


In the immediate post-war years, although locally-produced 
goods available for consumption were rising steadily above pre-war 
levels, a heavy fall in imports (due largely to post-war supply- 
deficiencies) resulted in a lower per capita enjoyment of goods in 
New Zealand. However, a liberal issue of import licences in the 
1947 period resulted in a greatly increased flow of imports during 
the twelve months to 30th June, 1948, and these are reflected in 
Table III. Imports for the calendar years 1947 and 1948 were each 


TABLE III 


Volume of Goods Available for Consumption*® 
(Index Numbers: 1938-39 = 100) 








Year ended Locally Imported Total Per Head of 

30th June Produced Population 
1929 “79 86 82 91 
1938 99 106 102 103 
1939 100 100 100 100 
1946 111 71 95 88 
1947 119 93 108 98 
1948 125 125 125 111 

















18. From New Zealand Monthly Abstract of Statistics, June-July, 1949, page 3. The 
1948 figures are stated to be provisional. 
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£(N.Z.)128m.—easily records—compared with £(N.Z.)72m. in 1946 
and £(N.Z.)55m. (at lower costs) in 1938. 

+ should be mentioned that, whereas the above figures for imports 
for 1947-48 show an increase in volume of 25 per cent over 1938-39, 
the value-figures for the same years show an increase of 155 per cent 
(from £56 million to £143 million). There is every reason to believe 
that the 1947-48 levels have been at least maintained, though even if 
there is some recession from the index of 111 in the last column in 
Table III it seems clear that New Zealanders are enjoying a some- 
what higher volume of goods per capita than immediately pre-war. 


TaBLe [V4 
Percentage of Imports to Total Goods Available for Consumption 
DN iiss tn Ahn odie cteaoee 43 
SEE. oa cay oc, eS ee Les 32 
Mee of che" 5g ea aera 43 
TP 3 = ke ee Se ae ee 41 
og. UE RIA a Se ger 36 
WO as a a ea 
MP es a? Se oa ae 31 
re ere 35 
DO ba Tae “es Fan he) ee 41 
* mid-depression +} mid-war 


These figures indicate that the proportion of imports had regained 
immediately-pre-war levels in 1947-48, though for the reasons men- 
tioned earlier, the composition of the post-war figures is considerably 
different from pre-war. 


(d) Trends in Imports from Principal Supplying Countries: 


It was announced when import control was introduced (and 
reaffirmed by Government spokesmen on many occasions subsequently ) 
that the restrictions would be used to encourage imports from the 
United Kingdom even though there would inevitably be a change 
from finished goods to raw materials or partly finished goods for local 
manufacturers, Australian reactions have been that import control 
in New Zealand seriously checked what would otherwise have been 
an expanding profitable ‘market for the greatly developed Aus- 
tralian industries. In this latter regard (and in considering Table. 
V) consideration should be given to the fact that many Australian 
industrialists (and much Australian capital) have contributed to New 
Zealand’s new and expanded industries developed under the pro- 
tection of import control. The new policy from December, 1949 
(referred to in Section II above) of interchangeability of licences 
on Commonwealth countries (other than Canada) will probably result 
in an increased proportion of imports from Australia. 


14. Monthly Abstract of Statistics, June-July, 1949, page 3—though not stated, it is 
assumed the periods are ended 80th June each year, as in Table III.. 
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TABLE V 


Imports into N.Z. from U.K. and Australia, 1938, 1939, 1946, 
1947 and 1948' 














United Kingdom Australia 
Total 
All Imports 

£(N.Z.) Percent- £(N.Z.) Percent- £(N.Z.) 

(000) age (000) age (000) 

1938 26,533 48 7,159 13 55,422 
1939 23,134 47 6,419 13 49,387 
1946 34,195 48 10,420 15 71,634 
1947 55,039 43 14,942 12 128,724 
1948 67,089 52 14,194 11 128,200 




















NOTE: The U.S.A. proportion in the years from 1934 to 1938 was con- 
sistently 12+ per cent whereas in 1946, ’47 and ’48 it was 16.5 per cent, 18 
per cent and 11 per cent respectively. From 1934 to 1938 the Canadian 
proportion was between 6.7 and 8.8 per cent, whereas in 1946, ’47 and ’48 
it was 6.5 per cent, 9 per cent and 5.4 per cent respectively. 


The main point here is that, in value, the proportion of imports 
from the United Kingdom in 1948 was higher than immediately 
pre-war. Australian figures were slightly lower. Also significant 
is that the proportion of imports from North America (involving dollar 
expenditure), which immediately pre-war was about 20 per cent, was 
still 16.4 per cent in 1948 in spite of a stringent policy on U.S.A. and 
Canadian licences. This indicates the vital importance to New Zea- 
land’s economy of a large proportion of the imports obtained from 
these sources, though non-availability of certain imports from the 
sterling sources from which they were formerly obtained, partly 
accounted for this continued high percentage. However, the pro- 
gressive effectiveness of the dollar-saving policy of 1948, and the 
improving supplies from sterling sources, are seen in the drop in 
the proportion of imports from North America from 27 per cent 
in 1947 to 16.4 per cent in 1948 and further reductions are certain 
to be shown in the 1949 figures. 


(e) Effects of Import Control on Farm Production: 


It is difficult to assess the effect of import control on primary 
production. Constant criticism from primary producers has been 
related to inadequate tractor imports and farm-machinery imports, 
the drift of labour to the cities because of industrial development due 
to import control, and other factors partly attributed to import 
control. It is difficult to obtain statistics which throw much light on the 


15. Value figures from Monthly Abstract of Statistics, June-July, 1949, page 26; per- 
centages are the author’s calculations. 
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problem. The figures given earlier on imports of broad classes of goods 
showed that, for both farm producers’ materials and equipment, 
imports (in value) in 1946 were double the immediately pre-war 
amount. The 1947 figures indicate that farm producers’ materials 
and equipment did not share the large increases that are apparent 
for manufacturers’ goods. However, for 1948 and 1949 it is expected 
that the figures will reveal considerably increased imports of the 
farm items. 

But an answer as to whether import control has adversely affected 
farming could be sought in production figures. These are running 
at record levels. In spite of a heavy loss of farm-labour between 
1930 and 1947 (no statistics are available for the years in between) 
all farm-production figures (other than the area under crops) show 
increases. During these 17 years, male employees on farms fell from 
119,000 to 113,000 and females from 19,000 to 11,500—a total decrease 
of 13,500.76 But, even though the depression, the war and import 
control were features of those 17 years, mechanization of farms has 
been spectacular—electric motors and tractors on farms each increased 
more than 400 per cent, shearing-machines doubled in number, and 
milking-plants increased by 60 per cent.6 

Therefore it would appear that, even if the urban drift has been 
accentuated by the industrial expansion under import control, and 
even if the importation of some classes of farm equipment was not 
as free as some may have desired, primary production has greatly 
increased. Volume of farm-production for 1946-47 was 10 per cent 
higher than in 1938-39, and has been exceeded only during three of 
the war years, when intensive steps were taken to produce to the 
limit. It is a question whether farm-production could have been 
further increased if there were more farm-workers and more imports 
of farm-equipment; but reliable evidence does not appear to be avail- 
able on which to base sound judgment on this issue. 


(f) Industrial Expansion: 


The effects of import control on New Zealand’s secondary in- 
dustries are obvious and well-known. The statistics are fairly clear 
and comprehensive and have been quoted so frequently that it does 
not seem necessary to quote many in detail here.” To what extent 
there would have been an upsurge in industrial development in the 
absence of import control must be a matter of conjecture—but, even 
allowing for the expansion which would have taken place anyway 
during the war in many industries, it can safely be said that in the 

16. New Zealand Official Year Book, 1946, page 925. 


17. See “Wartime Changes in the New Zealand Economy,” C. G. F. Simkin, Economic 
Record, June, 1948, pp. 24-25. 
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absence of import control progress would have been small compared 
with what has occurred. 
One or two key figures are:— 


Volume of Production: All factory-production in 1946-47 was 
40 per cent higher than 1938-39.18 ‘‘True manufacturing’’ (or what 
are normally regarded as secondary industries) increased in volume 
of production by 46 per cent in the same period. Production per 
person employed in factories has increased 6-7 per cent in the same 
period—both overall and in secondary industries. 

Employment: This rose from 80,000 in 1934-35 to 108,000 in 
1939-40 and 134,000 in 1946-47, 

Number of Factories: In the eight years from 1938-39 to 1946-47, 
1,500 new factories were established, bringing the total to 7,642. 1,150 
of these commenced in the two years after the end of the war in 
Europe. Nevertheless, it is important to observe that in the five 
immediately-pre-war years (1933-34 to 1938-39) there were over 1,150 
new factories. 

Finally, in regard to industrial expansion, the following are 
one or two examples (on a volume of production basis) of how out- 
put in some of the older-established industries has expanded. The 
figures are the percentage increases in 1946-47 compared with 1938-39." 

Clothing: Knitted Outerwear (413), Men’s and Boys’ Overcoats 
(222), Women’s and Girls’ Overcoats (166), Pyjamas and Nightwear 
(102), Dresses, Boots and Shoes and Hosiery (all about 60). 

On the other hand, production of men’s trousers, shirts, boys’ 
suits and men’s suits were all lower—the latter by 41 per cent. 

Tweed and Cloth increased 75 per cent but blankets and flannel 
were about the same as in 1938-39. 

Food and Miscellaneous Group: Canned Vegetables (443), Pre- 
served Meats, Jams, Jellies, Pickles and Sauces (all increased by 
over 140), Ale and Stout (72), Wool Scouring (223), Leather (153), 
Soap (62). 

V 


Much of the statistical data quoted in the preceding section 
is inconclusive. The five years since the end of the war have been 
quite abnormal, first as to consumer demand within New Zealand, 
and secondly as to the availability of goods from abroad—particularly 
from ‘‘soft’’ currency sources. Stocks continue to be unbalanced 
and, in respect of many classes of goods, inadequate by normal 
trading standards. It is not possible to generalize as to the cause. 
In many eases the cause is inadequate availability of goods from 


18. These and subsequent figures from New Zealand Official Year Book, 1946, pages 344 
and 347, and Monthly Abstract of Statistics, January, 1949, page 3. 
19. Monthly Abstract of Statistics, December, 1948, pages 3 and 4. 
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supplying countries. In probably as many other cases, though, im- 
port restrictions operate to restrict supplies of goods which could 
be absorbed by the local market. Nevertheless, the figures for actual 
imports in 1947 and 1948 (and as almost certainly will be the case 
for 1949) have been at a level which approaches the maximum overseas 
funds available at recent levels of export-income in the absence of 
external-borrowing. 

Furthermore, it is generally known that licences have been 
issued for many classes of goods considerably in excess of actual 
imports. On the other hand, licences have been ‘‘hawked’’ for sale 
at premiums of 10 per cent or more in the case of other goods— 
often licences secured on ex-servicemen’s ‘‘rehabilitation’’ grounds, 
for goods in short supply because of licensing restrictions on normal 
importers. However, over a fairly wide field of imports, the ‘‘basic’’ 
licences have not operated restrictively overall, though they have 
done so in many individual cases; and applicants for licences for 
‘“‘eontrol’’ items have ‘‘played safe’’ and been successful in securing 
licences beyond actual requirements. It is therefore difficult to 
determine to what extent import licensing has been actually serving a 
real purpose in respect of several classes of goods. It would certainly 
appear that, for a large number of items of capital-equipment, factory 
raw-materials, as well as some classes of consumer-goods, supplies are 
reasonably adequate, and licensing could be abolished in respect of 
them without adverse effects on the oversea funds position—except 
perhaps to a limited extent in the short run. But the control does 
greatly restrict importation from sterling sources of many items for 
which the demand remains heavy and which are not manufactured 
at all (or in sufficient quantity) in New Zealand, as well as, of course, 
imports from hard currency sources. 

There is no doubt that import licensing has served as a most 
effective device for protecting local manufacturing industries, which, 
in many cases, have been enabled to expand to meet the whole of the 
local demand for their products, with little or no competing imports 
permitted. In many industries expansion of individual units has 
been limited in many cases, only by the non-availability of suitable 
labour. Industrial-employment has been carried to the highest levels, 
largely as a result of the import licensing system. (There has been 
negligible unemployment in New Zealand for many years.) This 
industrial expansion has, by and large, considerably improved the 
Dominion’s economic set-up and contributed to a more balanced 
basis for future national welfare. 

The words ‘‘more balanced’’ are used deliberately. Certainly 
a balanced economy has not been achieved, as witness the over- 


capitalization (or idle-capital) of many basic and essentially worthwhile 
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industries. This is due, first, to excessive extension of capital- 
equipment as a result of over-optimism as to the market under 
import licensing, and, secondly, to the diminished output of ‘‘pre- 
import-control’’ industries whose established capital-equipment is 
partially idle because of labour shortages, caused to some extent by 
the competition for labour from new industries commenced under the 
extreme and often unselective protection of import licensing. The 
general effects of considerable inflation have, of course, intensified 
the demand for labour in many avenues of employment. Perhaps 
the most notorious example of this anomalous position is where the 
long-established and desirable woollen-mill industry (based on in- 
digenous raw-material) is unable to meet the local demand for such 
items as blankets. And, furthermore, in regard to the same industry 
the case has been publicized of one woollen-mill which, because of 
acute labour shortages, has had to import, for a subsidiary clothing- 
factory, cloth for which the woollen-mill has all the necessary plant. 
Disequilibrium of this kind of investment and labour throughout the 
Dominion is clearly an offset to the more obvious advantages of 
present full-employment. This problem, however, is not peculiar to 
New Zealand. Apart from the consequent pressure on wage-rates, 
and through them on costs generally, there is a substantial amount 
of ‘‘unemployed’’ (or non-productive) capital-investment in industry, 
and this has added further to the pressure on costs. 

It is virtually impossible to determine in advance whether a new 
industry will be ‘‘uneconomic’’ in the sense that its products will be 
considerably below the standard of, or higher in price than, formerly 
imported lines, or those currently available from overseas. Once 
established, however, and particularly if the new industry can meet 
in volume the whole demand, so that price and quality comparisons 
are left to the memory of former importers or to travellers from 
abroad, the industry has been virtually assured of the market under 
import licensing. It is not possible to assess the overall extent to 
which the consumer has been penalized in this way by costlier or 
poorer goods, but individual cases are common enough. The problem 
centres round the question, ‘‘what is an uneconomic industry?” 
Even though there may be fairly clear examples of such industries 
in a broad sense, the administrators of import licensing can hardly 
permit imports which would possibly cause the shut-down of a 
factory or industry in respect of the plant and raw materials for 
which they may have decided previously to grant import licences 
and whose establishment (or expansion) they have, therefore, im- 
pliedly sanctioned. This problem is one which will have to be faced 
up to sooner or later—possibly it will be a task for the new Board 
of Trade. 
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It may be said, then, that while import control has given worth- 
while and reasonably economic New Zealand manufacturing industries 
a unique opportunity to expand and consolidate their position, it 
has at the same time given protection to many new industries which 
might not be able to survive any substantial modification of import 
licensing, but which meantime are denying to old established as 
well as more efficient industries some of the labour they require. 

Finally, reference should be made to the inclusion of the ‘D’ 
items in the annual licensing schedule (notifying total exclusion of 
imports of a particular commodity or a particular type or size of 
a commodity). Usually the items are those produced in sufficient 
volume locally. This aspect of import licensing has been modified 
slightly since 1949 by the granting of the ‘‘token’’ concessions 
referred to in Section II above. There is a strong reaction abroad 
against these prohibitions which prevent an oversea manufacturer 
from selling on the local market at all, no matter what his previous 
business connections with New Zealand and however favourably he 
may be able to compete on the local market in matters of quality, 
range and price. In the United Kingdom and Australia particularly, 
but also in other countries, there is an undercurrent of resentment 
against this aspect of New Zealand’s import restrictions. This is not 
good from a long-term trading relations viewpoint and very difficult 
to justify in its entirety. Many of the more efficient manufacturers 
would welcome a limited relaxation of this policy in the interests of 
international goodwill and in the knowledge that they could with- 
stand a moderate degree of competition from abroad. 

It seems that Import Control must continue in some form in 
New Zealand for a few more years at least. It would appear, though, 
that a much more cautious policy should be adopted in the immediate 
future towards proposals for major industrial development than has 
been the case hitherto. It is evident that for the time being, the 
Dominion is ‘‘over industrialized’’ in the sense that capital develop- 
ment has been encouraged greatly in excess of available labour with con- 
sequent serious disequilibrium in industry. It is recognized as 
difficult, nevertheless, to prevent the commencement of those new 
industries which can become established without specific application for 
import licences, on the basis of plant and raw material purchases from 
local stockists holding basic licences. Once established, however, 
it is within present policy for such industries to secure licences in 
their own right and seek protection from competing imports of the 
particular finished products. The Board of Trade policy of the new 
Government may lead to desirable changes in this regard. 

I think it is reasonable to state that with most countries (including 
New Zealand) agreed that greater freedom in international trade, 
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consistent with safeguarding full employment and economic stability 
is urgently desirable, New Zealand should ease her import restrictions 
as opportunities can be made to do so. Observers closely in touch 
with the industrial and general economics of the Dominion would 
agree that there is considerable scope for modifying some aspects 
of the economy of the Dominion in the interests of the country’s 
economic welfare. Drastic modifications of the import licensing 
system would be obviously one worthwhile step towards that goal. 


R. F. WILSON. 
Weliington. 
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AUSTRALIAN-AMERICAN TRADE RELATIONS, 
1791-1939 


I. Beginnings, 1791-1812; 1831-1849. 
II. The Gold Rush and its Aftermath, 1849-1870. 
III. Trade Relations, 1871-1908. 
IV. Australian Import Trade with the United States, 1908-1929. 
V. Australian Export Trade with the United States, 1908-1929. 
VI. The Depression and Trade Diversion, 1930-1938. 
VII. Conclusion. 


The purpose of this article is to present a summary of Australian- 
American trade relations up to the eve of the Second World War. 
Some chapters of this story have already been told by others, but 
I present this summary in the belief that it contains a good deal 
of hitherto unpublished material, and that the present trade between 
Australia and the United States can be better understood against 
the background of the past. 


I 


As is well known the United States has for many years been the 
second most important of our overseas suppliers. It is not so well 
known that the United States was the second country to enter 
into trading relations with Australia. In fact American merchants 
were the first to risk the Sydney market, for, while trade between 
Britain and Australia was still confined to the provisioning of 
government supply ships, American merchants were landing specula- 
tive cargoes of rum and dry goods. More than seventy American 
vessels! called at Sydney between 1792 and 1812 and many of them 
found a market. 

For the American shipper in this period trade with Australia 
was a welcome supplement to trade between America and China. 
American ships on the China run had commenced to use the route 
around Australia as early as 1787,? and, with the establishment 
of Sydney as a convict settlement, they were not slow in seeking 
the use of the harbour for refitting and for trade. China traders 
soon made a habit of calling at Sydney. Drought, irregularity in 
the arrival of official supply ships and the inability of private 
British traders to ship goods to Sydney, brought them a ready 


1. My own list, based on the shippirg lists published in the official despatches and later, 
after 1808, the Sydney Gazette, adds up to 74 vessels. However, the Gazette lists are not 
always accurate. 


2. Letters of Phineas Bond, American Historical Society, Annual Report I, 1896, p. 578. 
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sale for their goods. In return they secured bills on the British 
treasury ‘which were acceptable to the merchants of Canton3 
However, the improvement in local agriculture, combined with the 
trade restrictions imposed by the British government and by 
colonial governors, brought a lessening of this trade even before 
the Anglo-American War of 1812-1814 led to a complete standstill. 
The trade was not revived at the end of the war, for foreign shipping 
was rigidly excluded from British colonies after 1815. 

Sydney was opened again to foreign shipping in 1831. In 
the following year the Salem ship Tybee formally re-opened the 
American trade with Australia* Trade patterns in this second 
phase of American-Australian trade were somewhat more varied 
than in the first phase. American-Australian trade was worked 
more into the pattern of Pacific island trading than into that of the 
China trade.5 Sydney and Hobart, of growing importance as ports 
and as whaling bases, offered similar markets to the Bay of Islands, 
Tahiti, and Hawaii. Flour and provisions, rum and naval stores, 
were the main items in this tr2de, which was soon on a more regular 
basis than that of the trade in the years 1791-1812. In New South 
Wales the pastoral boom had been running for a decade with a 
consequent increase in free immigration and a certain transference 
of attention from agriculture to pastoral farming. During the 
*twenties, “thirties, and "forties, New South Wales produced much 
less grain than her community needed. From 1832 United States 
shippers entered into competition with South American merchants 
for this market for flour. For the first time American shippers were 
exporting to meet definite contracts entered into with Sydney firms. 
Over the fourteen years, 1835-48, New South Wales and Tasmania 
imported from the United States flour and bread amounting to an 
average annual value of £3,325.6 Apart from this trade in flour 
the main items of import were provisions, tobacco, furniture, hard- 
ware and naval stores. The trade was diversified and small ship- 
ments were made of glassware, medicine, agricultural implements 
and even ice. 

The most interesting feature of this period of trading relations 
was the shipment of Australian wool by American shippers as a 


3. The best account of American-China trade in this period is contained in K. S. 
Latourette, “The History of Early Relations between the United States and China, 1784- 
1844,” Transactions of the Connecticut Acadamy of Arts and Sciences, Volume 22, August, 1917. 

4. The event was considered sufficiently important for an editorial in the Sydney 
Gazette, August 21, 1832. 

5. The main American firm engaged in the Australian trade at this time was the Salem 
firm of N. L. Rogers Bros., a firm which had extensive interests in the Pacific Islands’ trade 
before it entered the Australian trade. 

6. Trade figures taken from the New South Wales Blue Books (ms. Mitchell Library, 
Sydney) for the period 1832-44, and from 1844 onwards from the N.S.W. Statistical 
Abstracts. Figures for Tasmania from the Tasmanian Statistical Registers. 
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return cargo. Australian fine wool was first quoted on the American 
markets in 1830, when small quantities were imported from London.” 
At that time several New England firms were endeavouring to estab- 
lish factories for the manufacture of fine woollen cloth. To the 
American shippers busy re-opening the export trade to Australia 
the time seemed opportune for the initiation of direct shipments 
of Australian wool. The first shipment, a sample of 39 bales, was 
made in 1833. Shipments increased in the following years to reach 
a value of more than £13,000 in 1835 and 1840. However the 
trade soon slackened. The American wool market slumped in 1837 
and prices did not revive for several years. The tariff revisions of 1833 
and 1842 brought a negligible reduction of the duties on raw wool.® 
The tariff of 1846 removed the distinction in duty between fine wool 
and coarse wool but it also reduced the duty on woollen cloth. This 
destroyed the nascent fine cloth manufacturing industry and with it, 
at least for the time, the American demand for Australian merino 
wool, It was not until 1871, thirty years later, that regular ship- 
ments of Australian wool to America were resumed. But although 
imports from Australia ceased entirely in 1842 American exports 
to Australia continued at a reduced level until suddenly boosted 
by the gold rush a decade later. 


II 


Australia first felt the impact of the Californian gold rush in 
January, 1849. For the next three years ships left Sydney, Melbourne, 
Launceston and even Adelaide, to take Australian emigrants to 
California. Australia became a base for supplying the gold fields— 
exports from New South Wales alone amounting to £55,611 in 1849 
and £95,473 in 1850. A few Sydney and Tasmanian business men 
even established businesses in San Francisco. This trade slackened 
perceptibly in 1851 and in 1852 and the five years following it 
flowed strongly in the reverse direction. 

Many foreign nations joined in the invasion of the Australian 
market in the ’fifties but none so suddenly or so dramatically as 
the Americans. Victorian imports from the United States had been 
a mere £60,362 in 1852. In 1853 they leapt to £1,668,606.9 In that 


7. This fact and others given on the early American woollen industry is taken from 
J. T. Shaw, “‘The Wool Trade of the United States,” a history written for the Boston 
Commercial Bulletin and presented by Mr. Warren to the United States Senate during the 
6lst Congress, 1909. Senate Documents. 

8. Under the 1832 tariff raw wool costing less than 8c. per Ib. was admitted duty free 
but wool exceeding this cost paid a duty of 4c. per Ib. and 40 per cent ad valorem. Under 
the 1842 tariff, raw wool costing more than 7c. per Ib. had to pay a duty of 3c. per Ib. and 
30 per cent ad valorem. 

9. Figures taken from the New South Wales Statistical Abstracts and the Victorian 
Statistical Register. 
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year 134 American ships reached Melbourne,!® and Victoria secured 
the bulk of her imported flour from the United States. Very shortly, 
many articles of American manufacture were more eagerly demanded 
than similar articles of British manufacture. 

There was some slackening of this trade in 1854 but American 
exports to Australia remained at an exceptional level until the 
depression of 1857. Something like 10,000 Americans arrived in 
Australia in five years, 1852-5611 More than half of these went on 
to the gold fields but a significant percentage settled in Melbourne 
and Sydney. From this time much of the import trade from the 
United States was in the hands of American merchants resident in 
Australia. These merchants, often the younger sons of well-established 
American firms, provided the first direct investment of American 
capital in Australia. These investments were confined to the import 
trade, to the building of stores and warehouses, and to certain 
branches of transport, especially shipping, express agencies, and 
coaching.!2 

Next to flour and other foodstuffs, the main items of import from 
the United States during the period of the gold rush were timber 
and building materials, tobacco, mining implements, ironmongery 
and hardware, coaches and wagons. There was virtually no export 
trade to America at this time, only isolated shipments of wool and 
gold.1 American ships in the Australian trade went home in ballast, 
or, more frequently, entered into competition with British ships in 
the carrying of Australian wool and gold to England. 

American trade in the ’sixties remained very much in the 
pattern set in the early ’fifties. The volume of imports from America 
fluctuated considerably from year to year but showed little increase 
over the period. The trade, however, was becoming more specialized. 
There was a smaller variety of American exports, more concentra- 
tion on those lines were for various reasons, either natural advantage 
or superiority in design and manufacture, Americans could success- 
fully challenge the British exporter. Certain new American pro- 
ducts, such as sewing machines and petroleum, also became important 
on the Australian market. 

Imports of American flour and grain continued but the Australian 
markets fluctuated, and, especially in Victoria tended to disappear 
as Australian agriculture extended. Much steadier markets were 


10. Figures based on a count of the arrival of U.S. ships as listed in the Melbourne 
Argus for 1853. 

11. This estimate is based on a count of the arrival of American passengers as given 
in the columns of the Melbourne Argus, and the Sydney Shipping Gazette and Central 
Trades List. 

12. More detailed information on Australian-American trade in this period will be found 
in my article, “Australian-American Relations during the Gold Rush,” Historical Studies, 
Australia and New Zealand, Vol. 2, No. 5, April, 1942. 

13. The American bid for Australian gold was not very successful. Only 29,277 oz. 
went from Victoria to the United States in the two year period, 1853-1854, 
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found for American timber, timber extracts.and tobacco. In these 
trades America held the main position throughout the period 1857-71. 
She also had more than half the Victorian market for wooden 
manufactures, carriages and carriage materials, and brushware. 
American tools and hardware, which had established their reputation 
in 1858, continued to hold their own. In Victoria they amounted 
to more than 15 per cent of all hardware imports. 

The trade between the two countries was almost as badly 
balanced as in earlier years. The only shipments of Australian wool 
to the United States during the ’sixties were two from Adelaide, 
in 1865 and 1869. But there was a regular export of Newcastle 
coal. This was in increased demand owing to the rapid expansion 
of Pacific steam ship services and the small development of coal 
mining on the Pacific coast. Undoubtedly the main reason for the 
growth of this coal trade was that the coal provided a ballast for 
American ships returning home. However over the early period 
of its development there were also considerable profits in the trade. 
From 13,736 tons in two years, 1859-60, coal exports rose to 22,686 
tons in 1862 and to 84,750 tons in 1869: There was also a small 
but regular shipment of pig iron from New South Wales and one 
substantial shipment of South Australian copper went to the United 
States in the year 1865. 


III 


The ’seventies saw a strengthening of the trade relations between 
Australia and the United States. This resulted from improved com- 
munications and commercial intelligence between the two countries. 
The Union Pacific, the first rail link between eastern America and the 
Pacific coast, was completed in 1869. Two years later Australia 
was linked with California by a steamship service, temporarily at 
first, but on a regular basis from 1875. For the first time Atlantic 
coast shippers had regular and fairly up to date information on 
the condition of the Australian market. Furthermore, several inter- 
national exhibitions were held during the years 1871-1890, at San 
Francisco (1871), Philadelphia (1876), Sydney (1879), and Melbourne 
(1889), and these helped to advertize Australian products to Americans 
and American manufactures to Australians. Again, from 1880, 
American consuls throughout the world were instructed to send 
home monthly reports on trade conditions in their areas..4 Many 
of these, such as the reports of G. W. Griffin, the United States 


14. There are several series of these Consular trade reports. Consular Reports (October, 
1880-October, 1903), Monthly Consular Reports (November, 1903-June, 1905), Monthly 
Consular and Trade Reports (July, 1905-June, 1910), Special Consular Reports (1890-1909), 
and a series, Commercial Relations of the United States. Complete set, Department of State 


Library, Washington, D.C. 
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consul at Sydney, 1884-91, were models of succinct analysis and 
sound advice. Thus the period from 1871 to 1908 was marked by 
a steady but undramatic strengthening of the trade between the 
two countries. From an average value of £1,180,000 during the 
five years 1877-1881, Australian imports from the United States 
rose to an average of £1,669,000 during the years 1892-96, and to 
£5,014,000 during the years 1902-1906. Australian exports to the 
United States, which averaged £354,000 during the years 1877-1881, rose 
to £1,263,000 during the years 1892-96 and to £2,591,000 in the 
years 1902-06.15 

During the ’seventies Sydney replaced Melbourne as the main 
centre of the American trade. This was partly the result of the 
development of trade between Australia and California, partly 
the result of Victorian high tariff policies. By 1897 there was 
considerable American trade with all Australian states with the 
exception of Tasmania. 

The period 1871-1908 was one in which local Australian manu- 
factures were rapidly developing and, consequently, the nature of 
imports from overseas countries was changing considerably. It 
was also before the adoption of imperial preference, so that an 
analysis of the success of the American exporter on the Australian 
market during these years is not without interest. America naturally 
held the advantage over Britain in supplying such commodities as 
timber and timber products, tobacco, kerosene, fruit, grain, flour 
and other provisions. But American exporters, perhaps because 
their home market was more like the Australian market than was 
Britain’s, showed themselves more responsive to Australian demand. 
Thus for decades the British continued to send out axes of the 
British type although the Australians had clearly expressed their 
preference for American axes as early as 1853. It was the same 
with hammers and chisels, and a dozen other important items. 
On the other hand Americans were quick to copy British patterns 
if the Australians showed a preference for them,!® and sometimes 
successfully challenged fashion by offering substitute materials at 
lower cost. The one successful penetration made by the Americans 
into the British cotton market in Australia was in denims. Here 
the American manufacturer produced a cheaper fabric that the 
British moleskin and the Australian worker soon had his overalls 
made out of the American cloth. Another successful challenge to 


15. The first two sets of figures here are based on the separate publications of the 
States in their annual Statistical Registers, the last set is taken from the Commonwealth 
Year Book. 

16. As examples, the following items might be quoted:—horse shoes, door hinges, tacks, 
and weighing machines. American manufacturers also copied the Australian design for 
ploughs in manufacturing for the Australian market. 
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the British monopoly was in the boot and shoe trade. While Aus- 
tralian imports of footwear from Britain declined from £656,537 in 
1890 to £362,370 in 1900, the United States’ share in the market 
rose from £1,227 to £218,343.17 

American manufacturers, geared to produce for their own ex- 
panding west, were better placed than British producers for meeting 
the requirements of the Australian farmers. Thus most of the 
galvanized iron, fencing wire, windmills and pumps, lamps, pad- 
locks, mowing machines, reapers and binders, disc ploughs, harrows 
and garden rakes imported at this time came from the United States.1® 
America also had an important share of the Australian market for 
railway equipment, especially in rails and locomotives. Of the 
£5,289,660 worth of railway equipment imported by the Australian 
states over the years 1900-1906, £1,070,816 came from the United 
States as compared with £3,959,769 from Great Britain. American 
machinery was becoming more popular, especially mining machinery. 
Westinghouse machinery was in use in Broken Hill as early as 
1885.19 The bulk of the machinery imported to set up the Australian 
leather and wood manufacturing industries came from the United 
States. American equipment and personnel were used to establish 
the first Australian cigarette factories as well as the first Victorian 
cheese factory.?° 

Australian exports to the United States remained at a much 
lower level than Australian imports from that country, although 
the resumption of direct shipments of Australian wool produced 
some measure of reciprocity. From 1871 American wool buyers 
participated regularly in Australian wool sales. In the opening 
season 25,000 bales were shipped to the United States, mostly on 
order from eastern firms. The trade proved a fluctuating one. 
Despite a 10 per cent reduction in the United States tariff on raw 
wool in 1872, Australian wool shipments slumped in the years 1872 
and 1873. Undoubtedly the main factor here was the industrial 
and financial depression in the United States, but a contributing 
factor was that the 1872 tariff also removed a special duty discrimina- 
ting against raw wool imported indirectly. Since shipping freights 
were much higher between Australia and the United States than 
between Australia and England it became cheaper for Boston 


17. These figures are taken from a British Report on ‘“‘The Conditions and Prospects of 
British Trade in Australia” (1907). 

18. At the same time it might be noted that by 1906 the Americans were complaining that 
the Germans had captured the market in fencing wire in Australia by underselling them, 
and that a British steel firm, Lysaght Co., had, by superior marketing, secured most of the 
West Australian market in corrugated iron. U.S. Consular Reports, No. 314, November, 1906. 

19. U.S. Consular Reports, No. 57, October, 1885. 

20. This was established at Allansford near Warrnambool, in 1869. A second was 
established at Heidelberg in 1870. Argus, 14/4/1869, 7/12/1869, September, 1870. 
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importers to buy Australian wool on the London market. This factor 
continued to operate for many years. In 1891 for example, the 
United States purchased 98,000 bales of Australian wool in London 
as compared with 8,106 bales in Sydney. Moreover the 1875 tariff 
restored the higher rates of the 1867 tariff and for the next seventeen 
years wool duties remained a major limitation to the export of 
Australian wool to the United States. 

Australian wool exporters took encouragement from the revival 
of the Democrats and even gained some concessions by the tariff 
of 1883. However, a bill introduced by the Democrats in 1884 
which would have placed wool on the free list, was defeated, and 
in 1890 the McKinley tariff increased the duties on raw wool by 
le. and 2c. per lb. Thus it was not sheer disinterested idealism 
that caused Sydney merchants in November, 1892, to pass the motion 
“‘that this meeting offers congratulations to the American people on 
the triumphant election of Mr. Grover Cleveland as President of 
the United States and regards, that event as the opening up of a 
new epoch of freedom and human progress.’’2! 

Despite the protests of American wool growers and against the 
counsel of the majority of American wool manufacturers President 
Cleveland placed wool on the free list in 1894. The result was satis- 
factory to the Australian exporter and shipments of Australian wool 
to America were substantially increased in the four years following 
1894. But in the same four years the number of American sheep 
decreased by 21 per cent so that the tariff on wool was restored in 
1897, and remained in force until wool was again placed on the 
free import list in 1913. One feature of the Dingley Bill, as the 
1897 wool tariff became known, was that it established differential 
tariffs between greasy, washed, and scoured wool, the duties rising in 
the ratio of 1:2:3 on the various grades. Since Australian wools 
are generally light-shrinking when compared with American wools, 
the tariff discrimination against Australian wools was not nearly 
so effective as had been intended. Whenever American wool prices 
were slightly up or Australian prices slightly down, it became 
profitable for the American manufacturer to import Australian 
wool. In fact, from the re-imposition of the wool tariff to the 
outbreak of the War in 1914 there was a general tendency for 
Australian wool exports to the United States to increase.”2 

Next to wool and other pastoral products, coal held second place 
in the list of Australian exports to the United States. From an 


21. E. Dowling, Australia and America in 1892: A Contrast (Sydney, 1893), p. 35 f. 

22. This brief account is based on the U.S. Tariff Commission Report on Wool, 1921, 
and various U.S. Senate Documents taken from the 58rd Congress (1893-94), the 6lst (1909), 
the 62nd (1911), and the 63rd (1916) Congresses. 
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average export of 105,000 tons in the years 1876-1880, the annual 
average rose to 338,000 tons over the years 1886-90. But the trade 
fell away with the passing away of sailing ships and the rise in 
freights. Australian coal exports to the United States had fallen 
to an average of 201,000 tons in the years 1901-05, and they ceased 
altogether during the first World War. In addition to coal American 
vessels took as ballast shale oil, tin ore, and tin ingots, although 
the value of these cargoes was small. 


IV 


The adoption of preferential tariffs by Australia in 1907-08 did 
not reduce the volume of American exports to Australia, although 
it did result in some shifting of emphasis in the items of export. 
Exports from the United States to Australia rose from $26,726,000 
in 1900 to an average of $44,471,000 in the years 1911-15, $83,543,000 
im 1916-20, and $125,173,000 in 1921-30, or between two and a half 
and three per cent of the total yearly exports of that country. 
Despite the preferential treatment given to many British goods, 
imports of American goods increased more rapidly than imports 
of British goods. The most that can be said of the effects of imperial 
preference over the period 1908-29 is that it probably helped to 
check American competition for the Australian market in textiles, 
certain metal manufactures,2> scientific instruments, chemicals, 
stationery, fancy goods and some lesser items. In the supply of such 
commodities as tobacco, petroleum, timber, newsprint, asphalt, paints 
and varnishes, the United States had definite natural advantages 
over Britain. United States’ producers also proved more successful 
than the British in meeting Australian demand for some types of 
machinery and metal manufactures. Again, America secured a 
large proportion, in some cases the major part, of the Australian 
market for various new products such as motor cars and accessories, 
electrical and radio equipment, films and motion picture equipment, 
office equipment, ete. The degree of American supply in certain 
main lines of Australian import during the ’twenties is shown in the 
following table :— 


23. There was, however, some retardation in the development of U.S. trade with Australia 
over the years 1908-1912. In part this was due to the Australian tariff which made it 
unprofitable for many smaller American firms to continue exporting to Australia. On the 
other hand, the larger American producers, the trusts, found the tariff no obstacle. See 
Special Consular Report, No. 47, Henry D. Baker, U.S. Vice-consul at Sydney, 1911. U.S. 
Department of Commerce and Labour, Bureau of Manufactures. 

24. U.S. Tariff Commission, ‘‘Dominion and Colonial Statistics,’’ Report No. 127, Second 
Series (1938), and “Trade of the United States with Australia in 1938,” U.S. Bureau of 
Foreign and Domestic Commerce (1941). ' 

25. For example: agricultural implements, pumps and windmills, cream separators, 
ore-crushing machinery, printing machinery, canning equipment, dental equipment. 
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TABLE A 
Australian Imports from the United States, 1920-21 to 1929-30 








Annual Percentage 
Class of Import Average Value of Total 
£ Import 
1. Machinery and Metal Manufactures 14,526,000 35.7 
2. Oils, Fats and Waxes 4,883,000 54.5 
8. Timber and Wood Manufactures 2,542,000 49.1 
4. Textiles 2,352,000 5.8 
5. Tobacco 2,222,000 80.5 
6. Leather and Rubber Manufactures 1,119,000 34.8 
7. Drugs, Chemicals and Fertilizers 828,000 18.2 
8. Paper and Stationery 734,000 10.1 
9. Foodstuffs 695,000 8.2 
10. Scientific, Optical and Medical 
Instruments 641,000 44.5 
11. Jewellery, Fancy Goods and Time 
Pieces 283,000 11.4 
12. Paints and Varnishes 182,000 23.7 





(Based on figures given in the Australian Overseas Trade Bulletin) 


One factor which hastened American inroads into the Australian 
market was the war of 1914-18. This effectively killed German 
competition for the market in a number of items, such as photo- 
graphic materials, wire and stockings. It also reduced British 
exports and gave American suppliers a further advantage. Thus 
for a number of years, from 1915 until 1920-21, America captured 
an important part of the Australian market for textiles and a major 
part of the market for many types of machinery where the supply 
in the past had been predominantly British2* The share of the 
Australian market for all types of machirery and metal manu- 
factures, which had amounted to only 19.7 per cent in 1912, had 
increased to 37.6 per cent in 1919-20.27 While the Australian tariff 
tended to reduce the market for certain American manufactures 
the development of Australian manufacturing during the war and in 
following years brought an increased demand for other types of 
American goods. In the period 1908-1929, American earth moving 
equipment was used extensively in large constructional works in 
Australia, while American machines were generally used for certain 
types of ore crushing, as well as in the boot and shoe, canning, and 
other industries. 

The American domination of the Australian car market dates only 
from the time of the first war. In January, 1903, of the 20 cars 
in Sydney, only 5 were of American make.28 A consular report 


26. For example: tractor engines, locomotives, motive power machinery, mining machinery. 
27. U.§. Commerce Reports, 1922, Volume 2, p. 237. U.S. Bureau of Foreign and 
Domestic Commerce. 


28. Fourteen cars were French and one German. U.S. Monthiy Consular Report, No. 218. 
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for January, 1907, stated that both Western Australia and South 
Australia had practically discarded the American automobile owing 
to ‘‘poor materials, cheap construction, and the constantly recurring 
necessity for repairs.’”® Of the 3,559 motor vehicles imported into 
Australia between 1901 and 1907 only 398 (11 per cent) came from 
the United States.*° In the next few years improvements were made 
in the design of American cars as well as in the servicing of cars 
in overseas markets. As a result American cars were second in 
popularity to British cars by 1910.31 The virtual cessation of British 
car supplies during the Great War enabled American car manu- 
facturers to secure the major potrion of the Australian car market, 
a position of dominance which they have retained ever since. By 
July, 1921, Australia was importing three times as many American 
as British cars. Throughout the ’twenties and the ’thirties Australia 
represented the second or third most important foreign market for 
American cars. An immense amount of capital was invested in the 
distribution of cars, accessories and petroleum in Australia. When 
Australian tariffs made it difficult to ship motor bodies to Australia, 
American capital went into the manufacture of motor bodies in 
Australia. By 1927 there were four American automobile manu- 
facturers operating in Australia, while half the output of the only 
large Australian firm (Holden’s of South Australia) went to 
supply a single American firm. In the three years 1924-25 to 1926-27, 
56 per cent of Australia’s total petroleum imports came from the 
United States, and this had risen to over 60 per cent by 1927-28.%2 


Vv 


The enormous expansion of American exports to Australia in 
the years 1907-29 was not met by a like expansion of Australian 
exports to the United States. The more active participation of the 
United States in the world export trade and the generally high 
level of United States’ production throughout the war and the 
nineteen-twenties did produce an enlarged demand for Australian 
wool, hides and skins, and minerals, but only once (in 1915-16) 
in the twenty-three years 1907-1929 did Australian exports to the 
United States exceed imports from that country. During the whole 
of this period the value of Australian exports to the United States 
was roughly in the ratio of 1:3 to the value of Australian imports 
from the United States. 


29. Ibid., No. 316. 

30. Ibid., No. 343. 

31. “Foreign Markets for Motor Vehicles,” Special Consular Report, No. 53, 1912. U.S. 
Bureau of Commerce and Labour, Bureau of Foreign and Domestic Commerce. 

32. U.S. Commerce Reports, 1929, Volume IV, p. 677. 
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In 1913 wool was placed on the free list of United States imports. 
This, combined with the wartime expansion of American clothing 
production, resulted in a sudden boosting of the wool trade with 
America. Whereas in the four years previous to the removal of the 
duty, the value of Australian wool exported to the United States had 
averaged £795,000, in 1914-15 it totalled £3,100,000, and in 1915-16 
£8,381,000.33 In the latter year the United States took nearly one 
third of all Australian wool exported. The arrangement of November, 
1916, whereby the British government undertook to purchase the 
entire Australian wool clip brought a temporary cessation in this 
trade with the United States. In 1918 the United States Quarter- 
master Corps purchased 200,000 bales of Australian wool at British 
prices. In 1917-18 the United States took 15.93 per cent of the 
Australian wool export clip, and in 1918-19 11.04 per cent.™ 
Although the termination of BAWRA in November, 1920, enabled 
the resumption of the normal American buying of Australian wool 
at Australian sales, American demand was considerably less than 
in the 1913-1919 period. The United States had an unusually large 
carry over in wool stocks in the years 1920-23.55 Furthermore, the 
re-imposition of the wool tariffs in 1921-22°* resulted in a revival of 
American wool production and consequently a smaller demand for 
imported wool. In the three years before the tariff was imposed the 
average production of domestic wool was 279,251,000 lbs., but over 
the years 1923-29 it averaged 353,437,000 lbs. Imports of wool 
declined by almost a third, from an annual average of 206,500,000 
lbs. in 1920-22, to 143,300,000 lbs. during 1923-29.37 Australian 
wool exports to the United States fell from an average of 47,292,000 
lbs. over the years 1921-22 to 1925-26, to an average of 34,401,000 
lbs. over the period 1926-27 to 1929-30. From being Australia’s 
second wool market in 1915-16, the United States had become the 
fourth in 1921-22, and the sixth in 1926-27 to 1929-30.38 

Of growing importance in the export trade with the United 
States was the shipment of hides and skins. From an anual 
average value of £362,000 over the years 1908-1913 the trade rose to 
an annual average of £857,000 during the war years 1914-15 to 1917-18. 
So great did this trade become in the last year of the war that Aus- 
tralian boot and shoe manufacturers complained of a shortage of 
leather. The result was a temporary embargo on the export of hides 


33. Commonwealth Year Book. 

34. U.S. Tariff Commission Report, 1921. 

35. Actually the average consumption of raw wool was 588 million Ibs., while the average 
annual carry-over was 579 million lbs. A. H. Garside, Wool and the Wool Trade (N.Y., 
1939), p. 96. 

36. In 1921 a duty of 15c. per lb. was imposed by executive order and in 1922 a tariff 
of 3lc. per bb. (clean content) was levied. 

37. Figures based on tables given in Garside, op. cit., pp. 21 and 96. 

38. Commonwealth Year Book. 
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during the year 1919-20. The embargo was lifted in July, 1920, 
and the export of Australian hides, sheep skins and rabbit skins to 
the United States continued. The trade reached a peak in the years 
1924-25 to 1928-29, when the average annual value of all skins and 
hides exported from Australia to the United States reached £2,630,000. 
Another by-product of the pastoral industry of growing importance 
in the export trade to America was sausage casings. Export of 
Australian sausage casings to America averaged £300,300 over the 
ten years 1919-20 to 1928-29.39 

The rapid expansion of American manufacturing which occurred 
during and after the war of 1914-18, produced a greater demand 
for certain Australian minerals. Most important were tin and zine. 
The export of New South Wales’ tin had declined to the level of a 
few thousand pounds worth in the decade before the war. Exports 
rose from £14,600 in 1914-15 to £319,400 in 1916-17, and to £957,200 
in 1917-18. The trade slackened somewhat after the ending of the 
war but it averaged £234,600 throughout the ten years 1919-20 to 
1928-29. Over four years, 1914-15 to 1917-18, the value of Aus- 
tralian zine exported to the United States was £344,400 per year. 
A small but sporadic export continued in the post-war years, along with 
sundry shipments of copper and platinum. Another trade which 
sprang up during the war and continued into the peace was the 
export of copra, cocoanut oil, pearl shell, and other island products 
to the United States. 

Because of the unbalanced nature of this trade between Aus- 
tralia and the United States shipments of gold were fairly frequent. 
Over eight and a half years, 1908 to 1915-16, Australia shipped 
£2,064,400 worth of gold to the United States.4° Shipments ceased 
during the war but were resumed in 1919 so that £20,252,600 worth 
of gold was shipped to the United States over the ten years 1919-20 
to 1928-29.41 


VI 


The downswing in Australian-United States trade commenced 
in 1927-28, two years before the onset of the general world depression. 
This trade recovered later and more slowly than Australia’s overseas 
trade generally—there was no appreciable improvement in Aus- 
tralian-American trade till 1934-35. The effect of the depression 
is shown by the fact that, whereas over the seven years period 
1923-24 to 1929-30, the average import from the United States 
represented 24.38 per cent of total Australian imports, over the seven 
years 1930-31 to 1936-37, it averaged only 15.82 per cent. The 

39. Overseas Trade Bulletin. 


40. Commonwealth Year Book. 
41. Overseas Trade Bulletin. 
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comparable drop in the percentage of Australian exports going to 
the United States over the same two periods was from 6.84 per cent 
to 3.34 per cent. 

The reasons for this general and relative decline in the value 
of Australian-American trade in the period 1930-1934 are not hard 
to discover. The basic factor was the extent of the American depres- 
sion. High exports from Australia to the United States have been 
attained only in conditions of an expanding American economy and of 
fui! or nearly full American employment. Other factors were the 
higher tariffs adopted by both countries in 1930 and the adoption 
by Australia of a higher system of imperial preference in 1932. 

One thing that checked the decline in Australian exports during 
the period 1930-34 was an increase in the volume of wheat and wool 
exported at a time when the prices of these commodities were falling. 
However, there was a narrowing of the United States’ market for 
Australian products, that country haying become very nearly self- 
sufficient in the production of clothing wools by 1930. This, com- 
bined with an increase in the tariff in 1930,42 resulted in our wool 
exports to America reaching their lowest level both in price and 
quantity since 1916. Greasy wool exports to the United States which 
had averaged 45,550,000 lbs. during the years 1921-22 to 1925-26 
averaged only 9,210,000 lbs. during the years 1930-31 to 1934-35. 
The value of other Australian exports to the United States dropped 
away even more rapidly. 

There was also a falling off on the other side of the ledger. 
Not only was there an absolute decline in Australian imports from 
the United States during the years 1929-30 to 1934-35 but there was 
also a marked decline relative to the general decline in Australian 
import values. In only one of the twelve main classes of imports 
where United States supply was imported was there no falling away 
in the percentage of the trade held by the United States (see Table 
B). This reduction in the United States share of the Australian 
market was most noticeable in machinery and metal manufactures, 
petroleum, timber, textiles, leather and rubber sounds, paper and sta- 
tionery, scientific instruments, paints and varnishes. Only in the case of 
tobacco was there no decline but even a reiative increase in the 
percentage of the Australian market held by the United States. 

Australian-American trade was on the upgrade again during 
1934-35 and 1935-36 with a more rapid improvement in imports than 
in exports. The balance of trade between Australia and the United 
States was becoming worse. From an excess debt of £5,850,000 stg. 


42. The rate was raised from 3lc. to 34c. per lb. on scoured content. ‘The fact that the duty 
was a specific one meant of course a heavier tariff as wool prices fell, The tariff of 1930 
also placed a 10 per cent duty on hides. 

43. Commonwealth Year Book. 
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in 1933-34 the adverse balance increased to £8,843,000 stg. in 1934-35 
and £9,422,000 stg. in 1935-36. American exporters were recovering 
some of their earlier share in the Australian market. Their share 
in the market for metals, metal manufactures and machinery, rose 
from 17.6 per cent in 1932-33 to 26.0 per cent in 1934-35, and 27.2 
per cent in 1935-36. It was against this background that the Aus- 
tralian government introduced the trade diversion policy of May, 
1936, a policy which resulted in a major trade war with Japan and 
a lesser one with the United States. As far as it concerned the 
United States the trade diversion policy would appear to have had 
the following objectives :— 


(a) To reduce Australian imports of motor chassis and other 
metal products from the dollar countries, the United States and 
Canada, in an effort to check the increasingly adverse trade balance 
with those two countries. 

(b) To divert Australia’s metal and machinery imports more 
into the hands of those countries with which her balance of trade 
exhibited an excess credit position. 

(c) To finance a fund for subsidizing Australian car and metal 
manufactures. 

(d) As a bargaining weapon in negotiating for a reciprocal 
trade agreement with the United States. It was felt in some quarters 
that new restrictions on American imports might make the American 
government more willing to consider some modification of their wool 
tariff in return for a relaxation of the new Australian restrictions. 


The trade diversion policy was apparently decided on by the 
Australian Government without any suggestion from the British 
Government. It was carried through by two measures in May, 1936, 
the amendment of the Customs tariff and the issue of schedules of 
prohibited imports. Under the former, the existing duties on certain 
machinery, motor chassis, cotton and silk piece goods were revised 
so as to discriminate against non-British products. The new tariff 
on motor vehicle chassis replaced the old ad valorem duties by 
specific duties, which, considering that the United States’ trade 
was essentially in heavy cars, was a further discrimination against 
that country. Under the licensing system introduced in May, 1936, 
licences were required in respect of certain enumerated articles ‘‘ pro- 
duced or manufactured’’ in any country not being British. The list 
covering metals and machinery was extensive and included such 
items as iron and steel plate, iron and steel pipes and tubes, type- 
writers, washing machines, refrigerators, radio sets, radio valves, sewing 
machines, weighing machines, printing machines, locomotive engines 
and parts, motor cycle and side car parts, and motor chassis. Import 
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quotas were fixed for each country on the basis of the previous 
twelve months’ trade. This gave to Canada and the United States an 
annual quota of 53,232 chassis. 

To some extent the policy of trade diversion secured its objec- 
tives. The year 1936-37 saw a decline in the percentage of imports 
from the United States by 2.5 and a fall of £1,000,000 stg. in the 
value of those imports. The adverse balance of trade between Aus- 
tralia and the United States was reduced from £9,422,000 stg. in 
1935-36 to £4,232,000 stg. in 1936-37. But considered more broadly 
the policy failed. In the first place it produced retaliation from the 
United States. From August 1, 1936, the United States Government 
withheld from Australia the ‘‘most favoured nation’’ provisions 
in her tariffs. Furthermore, the small improvement in the balance 
of trade was brought about not so much by reduced imports from the 
United States as by larger gold shipments. Gold exports from Aus- 
tralia to the United States rose from £3,220,000 stg. in 1935-36 to 
£6,266,400 stg. in 1936-37, and £5,990,000 stg. in 1937-38. After 
the abandonment of the trade diversion policy in 1938 they rose to 
£12,760,000 stg. in 1938-39. The effort to produce a complete Aus- 
tralian automobile industry in four years was not realized. The 
Government’s early plans aroused so much criticism that the Tariff 
Board was called upon to make a special investigation and report. 
The report favoured a gradual development of the industry in 
Australia whereupon it was promptly shelved by the Government. 

The trade diversion policy began to break down in 1937 during which 
year there was a considerable relaxation in the import quotas. By 
January, 1938, the licensing system had been abandoned on all 
but twelve of the original eighty-four items to which it had applied. 
On January 25, 1938, President Roosevelt directed the Secretary of 
the Treasury to restore to Australia the ‘‘most favoured nation’’ 
treatment as from February 1, 1938. On May 5, 1938, the Aus- 
tralian Government formally abandoned the licensing system.*4 
Under the terms of the United Kingdom and the United States Trade 
Agreement Act of the same year Australia lost some of the preference 
to the British market which she had secured under the Ottawa Agree- 
ment of 1932. 


Vil 


The most obvious characteristic of Australian-American trade 
over the whole course of its development has been its one-sidedness— 
except for occasional years in rather special circumstances Aus- 
tralia has imported far more than she has exported to the United 

44. For this section of the work I would like to acknowledge my indebtedness to Professor 


Gerald Firth of Hobart for making available to me his unpublished article ‘‘Australian 
Trade Diversion Policy,” prepared in 1940. 
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States. The basic factor producing this trade pattern has been that 
the main Australian exports are directly competitive with American 
domestic production, whereas American exports to Australia have 
consisted in the main of commodities not immediately available in 
Australia. The development of secondary industry in Australia, while 
reducing the demand for some types of American goods, has widened 
the market for other kinds of goods. On the other hand, Australia 
has not found the United States market good for much besides wool 
and skins. In times of war and post-war boom the American demand 
for these products has expanded so that Australian-American trade 
has become balanced or nearly balanced. But the United States textile 
industry is one of the first to suffer in a recession and reduced pro- 
duction inevitably brings a smaller purchase of overseas wool as well 
as a heightened effort on the part of American woolgrowers to pro- 
tect their market by increased tariffs. This happened in 1922-23 and 
it is happening again to-day. It is questionable whether United 
States Government stock-piling of strategic goods at the present 
time will affect materially this historic pattern of Australian-American 
trade. It is certain that normal peace-time trading methods offer no 
real prospect of Australia’s establishing a favourable trade balance 
with the United States. Historic trade patterns are not immutable 
but they are hard to change. 
L. G@. CHURCHWARD. 

University of Melbourne. 


TABLE B 
Australian Imports from the United States, 1930-31 to 1938-39 








Annual Percentage 
Class of Import Average Value of Total 
£(Aust.) Imports 
1. Machinery and Metal Manufactures 4,782,000 23.6 (35.7) 
2. Oils, Fats and Waxes 2,340,000 34.6 (54.5) 
3. Tobacco 1,289,000 94.6 (80.5) 
4. Drugs, Chemicals and Fertilizers 604,000 15.1(18.2) 
5. Scientific, Optical and Medical 
Instruments 486,000 41.0 (44.5) 
6. Textiles 343,000 1.9 (5.8) 
7. Paper and Stationery 300,000 5.1(10.1) 
8. Timber and Wood Manufactures 266,000 15.7 (49.1) 
9. Foodstuffs 230,000 5.2 (8.2) 
10. Paints and Varnishes 97,000 22.7 (23.2) 
11. Leather and Rubber Manufactures 95,000 8.2 (34.8) 
12. Jewellery, Fancy Goods and 
Timepieces 60,000 5.3 (11.4) 





. (Based on figures given in the Australian Overseas Trade Bulletin) 


N.B.—Percentages given in brackets are those of the decade 1920-21 
to 1$29-30. 
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TABLE C 


(Source: Commonwealth Year Book) 
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Australian Percentage Australian Percentage 
Year Imports from of Exports to of 
U.S.A. Total U.S.A. Total 
Imports Exports 
£ £ 

1906 5,605,612 12.45 4,338,701 6.22 
1907 6,765,182 13.08 2,405,401 3.30 
1908 6,581,846 13.22 2,395,466 3.73 
1909 5,935,740 11.60 2,599,063 3.98 
1910 7,659,150 12.76 1,599,102 2.15 
1911 9,007,657 13.45 1,464,155 1.84 
1912 10,764,257 13.77 2,043,186 2.58 
1913 10,008,653 13.68 2,631,058 3.35 
1914-15 (a) 10,871,298 16.89 4,947,446 8.16 
1915-16 15,864,516 20.45 17,646,904 23.60 
1916-17 15,876,010 20.83 6,783,033 6.93 
1917-18 15,453,855 25.41 10,650,034 14.20 
1918-19 27,183,792 26.57 9,009,425 7.91 
1919-20 23,826,313 24.07 11,129,937 7.43 
1920-21 36,113,477 22.05 9,965,575 7.55 
1921-22 18,823,113 18.27 8,314,386 6.50 
1922-23 24,851,303 18.87 9,630,770 8.17 
1923-24 34,556,529 24.58 7,109,496 5.95 
1924-25 38,727,814 24.65 9,153,279 5.65 
1925-26 37,234,257 24.55 12,953,877 8.72 
1926-27 41,394,277 25.13 18,579,094 12.82 
1927-28 35,005,736 23.66 8,954,823 6.25 
1928-29 (b) 35,307,343 24.64 5,831,794 4.21 
1929-30 80,313,535 23.45 4,233,772 4.31 
1930-31 11,399,005 19.39 2,930,407 3.25 
1931-32 7,037,417 16.43 1,990,262 2.07 
1932-33 8,084,047 14.60 1,341,241 1.36 
1933-34 7,838,982 13.52 2,491,001 2.18 
1934-35 11,041,365 15.64 2,754,228 2.66 
1935-36 13,901,705 17.05 5,615,372 4.51 
1936-37 12,959,149 14.64 10,935,103 7.36 
1937-38 17,758,684 16.26 3,385,567 2.39 
1938-39 14,647,305 15.09 3,614,038 2.95 








Values shown are in sterling excepting the Australian export figures 
for 1930-31 and subsequent years which are in Australian currency values. 
Thus the 1930-31 export figure is inflated by approximately 15 per cent 
and later years by 25 per cent. 


N.B.—(a) The change over from the calendar to the financial year 


resulted in a hiatus of six months (the first six months of 1914). 


(b) Up to and including the year 1929-30 bullion is included in the 
figures for Australian imports and exports. 


included. 


From 1930-31 bullion is not 
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INTERSTATE DIFFERENTIALS IN HUMAN 
FERTILITY IN AUSTRALIA 


I. Introduction. 
II. Crude Birth Rates. 
III. Gross Reproduction Rates. 
IV. Indices of Current Marriage Fertility. 
V. Summary of Conclusions. 


I 


Notwithstanding the notable advances made in the measure- 
ment of human fertility in Australia during recent years,! the 
measurement of fertility in the Australian States, regarded individu- 
ally, has not shown any marked progress. Certainly the Western 
Australian Government Statistician publishes annually female gross 
reproduction rates for Western Australia and Clark and Dyne have 
published their extended index of current marriage fertility for 
Queensland for the years 1938 to 1944, but for the most part 
statistical data available are limited to the crude birth rates. 

The reasons for this deficiency are well known. The statistical 
material is not generally available. The Commonwealth Statistician’s 
annual, Demography Bulletin, which is the principal source of 
Australian vital statistics, confines itself almost entirely to figures 
for Australia as a whole. Such tables that do include information 
concerning the States are for the most part summaries and are in 
consequence of limited value. Nor do the publications of the State 
Statisticians usually provide sufficiently detailed statistics to enable 
adequate investigations to be made. 

In view of these difficulties, it is little to be wondered at that 
interstate fertiliy differentials have had scant treatment in the 
past. Indeed, until the scope of the available statistics is considerably 
widened, it is probable that future treatment will be equally scant. 
In the present paper, it is not intended to make any significant 
advance in the technique of measurement of interstate differentials 
but rather to bring together some of the material that is available 
and to apply to it techniques that have already been established in 
an effort to depict the differences between the levels of fertility 
in the different States. 

II 


The obvious starting point in any survey of fertility in the 
Australian States is an examination of the crude birth-rates. Despite 
their technical flaws, these rates have the advantage of continuity, 
covering nearly ninety years. Table I, which appears below, shows 


1. Cf. the “adjusted nuptio-reproduction rate” devised by the Commonwealth Statistician 
(Vide Report of the National Health and Medical Research Council, Eighteenth Session, 
p. 19), Karmel’s “index of current marriage fertility’’ (in Economic Record, June, 1944, 
pp. 74-80) and the subsequent extension of Karmel’s index by Clark and Dyne (in Economic 
Record, June, 1946, pp. 28-39). 
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the crude birth rates in decennial periods from 1881 to 1941 and 
annually from 1942 to 1947. 


TABLE I 
Crude Birth Rates(a) by States, 1881 to 1947 








Year N.S.W. Vic. Q’land S.A. W.A. Tas. 

1881 38.19 31.33 37.98 38.08 34.16 33.69 
1891 $4.82 33.60 37.14 33.41 35.13 33.59 
1901 “7.78 25.77 28.52 25.41 30.39 28.58 
1911 28.58 25.01 27.63 28.86 28.22 28.60 
1921 25.91 23.16 26.68 24.09 23.37 26.97 
1931 18.67 16.86 19.28 15.77 19.77 21.18 
1941 18.53 17.77 20.74 18.21 21.35 21.71 
1942 18.60 18.33 20.43 18.51 20.77 22.00 
1943 20.04 19.82 22.18 21.43 21.98 23.05 
1944 20.65 19.78 23.10 21.49 22.58 21.17 
1945 21.18 20.53 24.81 22.38 21.89 23.27 
1946 22.83 23.05 24.79 24.90 24.57 27.15 
1947 23.25 23.06 25.65 25.25 25.60 27.70 





(a) Number of births per 1,000 of mean population. 
Source: Commonwealth Statistician. 


If the differences between the levels of the crude birth-rates 
in the various States be taken to reflect differentials in the levels 
of fertility, then it is clear that there were inter-state differences in 
fertility throughout the period 1881 to 1947. Relative to those in 
other States, Tasmanian birth-rates have since 1901 been consistently 
high whilst Western Australian and Queensland rates have generally 
been higher than those for South Australia, New South Wales and 
Victoria. 

Since 1881, there has been a decline in the birth-rates for all 
States, but that decline has not been of the same magnitude in each 
State. In particular, the decline in New South Wales and South 
Australia has been greater than in other States, while in Tasmania 
and Western Australia it has been least of all. Differences in the 
rate of decline have had the effect of altering the pattern of interstate 
fertility differentials, especially in the position of Tasmania. Thus, 
in 1881 and 1891 that State had comparatively low birth rates, but 
with a smaller rate of decline, the Tasmanian birth-rate is now 
usually the highest in Australia. 

With the heavy movements of population during the recent war 
and post-war years, some peculiar variations in interstate fertility 
levels might have been expected. If such variations did occur, the 
erude birth-rates do not reflect them, for interstate differentials 
remained substantially the same over the years 1941 to 1947. As in 
previous years, Tasmanian and Queensland fertility was generally 
higher than that of South and Western Australia and substantially 
higher than that of New South Wales and Victoria. 
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These results, clear-cut as they may appear, cannot be accepted 
uncritically. The value of the crude birth-rate as an index of the 
level of fertility is suspect and additional evidence is required before 
the existence of differentials may be regarded as an established fact. 


Ill 


Some check on the validity of the use of the crude birth-rates 
as a basis for the discussion of interstate fertility differentials may 
be had from an examination of the gross reproduction rates for the 
census years. The recent papers centred around the use of the 
gross reproduction rate as a measure of fertility have thrown con- 
siderable doubts as to its value. It is suggested, however, that the 
rate can serve a useful purpose in supplying evidence of long-term 
trends. Only when it covers up long-term movements in factors 
which influence its level, as, for instance, in the case of a population 
which shows a real tendency towards earlier or later marriage, is 
the gross reproduction rate likely to be seriously astray in its 
depiction of changes in the level of fertility over the long period. For 
the present purpose, then, since the discussion relates to the experience 
of some sixty years, and since there is no evidence that there has been 
any marked change in Australian marriage habits since 1881, the 
gross reproduction rates may be used to corroborate or deny the 
conclusions drawn from the movements in the crude birth-rates. 

Unfortunately accurate computation of gross reproduction rates 
by States is not possible for all census years since 1881. While the 
female populations to which the births should be related are avail- 
able, female births, classified according to the age or age group of 
mother are not available for the years 1881, 1891 and 1901. Recourse 
must be had to the substitution method of calculating gross repro- 
duction rates devised by Glass.2 This method has been extensively 
tested and has teen found to give uniformly satisfactory results.* 

The procedure adopted in calculating a substitute rate is to 
assume a given distribution of specific fertility rates and to increase 
or decrease the gross reproduction rate appropriate to those fertility 
rates, by multiplying it by the ratio of the total recorded births to 
the total births expected from the assumed fertility rates. Errors in 
the substitute rate will arise where the assumed distribution of 
specific fertility rates differs materially from the true distribution. 

In the calculation of the substitute rates for the Australian 
States in the years 1881, 1891 and 1901, the 1911 specific fertility 
rates for the different quinquennial age groups, which are known, 
were applied to the corresponding female populations as shown in 


2. Population Policies and Movements (Oxford, 1940), pp. 387-99. 

3. Despite the small error involved, it has been considered advisable to quote rates 
calculated by this method only to two decimal places since quotation to three decimal places, 
as is usual, may give a false impression of accuracy. 
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the relevant census. The gross reproduction rates for 1911 were then 
varied in the ratio of the recorded births to the births which would 
have been expected had the 1911 specific fertility rates held. Gross 
reproduction rates calculated on this basis are shown for the years 
1881, 1891 and 1901 in Table II, hereunder, together with rates for 
the years 1911, 1921, 1933 and 1947, calculated on the basis originally 
suggested by Kuczinski.* 








TABLE II 
Gross Reproduction Rates, by States, 1881 to 1947 
Year N.S.W. Vie. Q’land S.A. W.A. Tas. 
1881 2.83 2.38 3.08 2.78 2.83 2.53 
1891 2.36 2.13 2.69 2.32 2.67 2.41 
1901 g tA | 1.54 1.79 1.63 2.00 1.88 
1911 1.753 1.516 1.891 1.669 1.932 1.847 
1921 1.611 1.369 1.657 1.449 1.606 1.713 
1933 1.055 .969 1.156 .948 1.187 1.291 
1947 1.427 1.442 1.647 1.568 1.697 Lia 





Comparison of these rates with the crude birth rates for these 
years shows, as might be expected, some differences in their relative 
levels as between States. The overall picture is, however, substantially 
the same. In general, fertility in Tasmania, Queensland, Western 
Australia, as measured by the gross reproduction rates, is higher 
than in the other States, a phenomenon which is particularly notice- 
able over the five census years from 1901. 

But, while it is of interest to know the main outlines of the pattern 
of interstate fertility differentials, it would be of even more interest 
if it could be established in which particular sectors of the female 
population those differentials arise. Some of the questions which 
immediately come to mind are: 


(a) Are the differences spread evenly throughout the various 
age groups or are they attributable to differences in given 
age groups only? 

(b) If the analysis were restricted to married females only, 
would differences still occur and would they be similar in 
pattern to those found when all females, married and un- 
married, are considered ? 

(c) If, were the analysis restricted to married females, differences 
did occur, could they be attributed to all married females 
or only to those who had been married for particular periods 
of time? 

In the remainder of this paper, an attempt will be made to 

answer these questions. 
4. These calculations, except those for 1947, were originally made by the writer while 


a member of the Commonwealth Bureau of Census and Statistics. The 1947 rates are 
preliminary only. 
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The specific fertility rates from which the gross reproduction 
rates have been derived provide the answer to the first. question. 
In point of fact, these are available accurately only for the years 
1921, 1933 and 1947, since, of all the census years since 1881, these 
are the only three in which female births are recorded according to 
age of mother. However, in 1911, confinements are classified by age of 
mother and very close approximations to the correct number of 
births appropriate to each age of mother can be obtained by reducing 
the corresponding number of confinements in the ratio of total female 
births to total confinements. In Table III, which follows, the 1911 
specific fertility rates have been calculated by this method. 

The evidence of the specific fertility rates on the question 
as to whether differences in fertility as between States are spread 
evenly throughout the different age groups is conclusive. It is clear 
that such is not the case. New South Wales fertility may be cited 
as an example. In each of the four years the New South Wales 
gross reproduction rates are not high when compared with those 
for other States, notably Tasmania and Queensland, yet the specific 
fertility rate for that State for the 15-19 years age group is highest 
in 1911 and 1921 and is exceeded only by the rate for Tasmania in 
1933. Similarly, although the gross reproduction rate for Western 
Australia is the highest recorded in 1911, the corresponding specific 
fertility rates for the 15-19, 30-34, 35-39 and 45-49 years age groups 
are not the highest. Other cases may readily be seen from the Table. 

Chart No. 1, which shows total female specific rates for each 
of the three age groupings—under 25 years, 25-34 years, and 35 years 
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CHART No. 1 
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Female Specific Fertility Rates(a), by States, 1911, 
1921, 1933 and 1947 












































Age Group 
of Mother 
(Years) Q’land W.A Tas. 
1911 
15-19 16.6 9.6 13.8 9.5 15.6 12.3 
20-24 69.9 54.0 68.8 59.0 78.7 13.3 
25-29 92.6 81.9 100.9 91.3 104.7 94.9 
30-34 80.4 74.5 90.7 83.6 87.7 87.5 
35-39 60.9 55.7 68.4 59.1 65.1 68.5 
40-44 26.8 24.7 31.5 27.6 31.9 29.2 
45-49 3.5 2.8 4.1 3.9 2.8 3.6 
Total 350.7 303.2 378.2 334.0 386.5 369.3 
1921 
15-19 25.4 9.8 13.5 9.8 9.4 18.0 
20-24 71.3 55.0 68.3 60.7 69.1 76.9 
25-29 83.5 75.8 87.2 80.8 93.0 91.0 
80-34 68.2 66.0 77.5 65.5 12.4 10.3 
35-39 49.5 45.4 56.4 50.2 52.8 60.2 
40-44 21.9 20.1 25.8 20.8 22.5 23.0 
45-49 2.3 1.6 2.7 2.0 1.9 3.1 
Total 322.1 273.7 331.4 289.8 321.1 342.5 
1933 
15-19 14.7 10.3 11.8 8.9 10.8 18.3 
20.24 50.9 40.6 54.1 39.2 51.9 60.5 
25-29 57.9 56.2 66.9 56.5 68.0 71.0 
30-34 46.1 45.9 49.3 44.4 56.5 60.5 
35-39 28.7 28.9 32.1 29.2 34.7 31.0 
40-44 11.4 11.0 14.9 10.5 14.7 14.3 
45-49 12 1.0 ra | 1.0 8 2.6 
Total 210.9 193.9 231.2 189.7 237.4 258.2 
1947 
15-19 1 16.6 14 17.0 24.6 
20-24 7 87.0 85 90.6 100.7 
25-29 8 97.4 97 100.3 99.7 
30-34 6 71.3 64 12.6 70.0 
35-39 3 42.3 39 43.1 42.3 
40-44 1 13.9 10 14.6 15.2 
45-49 9 1.2 1.6 
Total 329.4 339.4 354.1 





(a) Female births per 1,000 females in each quinquennial age group. 
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and over—for each of the four census years, may make the picture 
more clear. 

There is another aspect to this question. It has been established 
that the interstate differentials are not spread evenly throughout the 
female reproductive age groups. It is possible that the differentials 
arise from differences in fertility in given age groups. This could 
occur, for instance, if child-bearing commenced later in some States 
than in others. Again, differences could occur if child-bearing con- 
tinued longer in some States than in other. 

But there is no evidence to support such an explanation of 
interstate differentials. Consideration of the age groups from 20-39 
years shows that the specific fertility rates for these groups exercise 
the dominating influence on the level of the gross reproduction rate, 
and hence on the differentials that occur. However, the remaining 
age groups generally reflect the same type of differential. Any theory 
that differentials are brought about by differences in the specific 
fertility rates in particular age groups of the female populations 
cannot therefore be admitted. 


IV 


The discussion to date has been in terms of all females, irrespective 
of whether they are married or unmarried. The probability of a 
married woman’s bearing a child is in general very much greater than 
in the case of one who is not married. Insofar, then, as one population 
includes relatively more married females than another, the more 
likely will its fertility, as measured either by the crude birth rate or 
by the gross reproduction rate, be greater. It may, therefore, be 
possible to explain the interstate differentials, noted above, in terms 
of differences in the proportions of married females in the populations. 
Examination of movements in the index of current marriage fertility,® 
which is based on the married population and which is therefore 
not subject to variation by reason of differences in the proportions 
of married females, should clear up this point. 

The index can be calculated by States only from 1943, detailed 
statistics not having been compiled prior to that date. Table IV 
shows the composition of the index from 1943 to 1947. 

When the total index alone is considered, Tasmania and Queens- 
land show the highest fertility over four of the five years, and New 
South Wales and Victoria the lowest throughout. In general, this is 
the same pattern shown by the crude birth-rates over the same 
years. It may be concluded, therefore, that interstate differentials 
cannot be explained in terms of differences in the proportions of 
married females in the populations. 


5. For the method of calculating this index and a discussion of its weaknesses, see 
Karmel, op. cit. 





Index of Current Marriage Fertility, by States: 1943 to 1947 
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Duration 
of Marriage 
(Years) N.S.W. Vie. Q’land S.A. W.A Tas. 
1943 
Less than 2 510 494 577 478 570 615 
2-5 751 760 821 864 800 857 
6-9 421 442 502 446 471 516 
10-13 253 239 306 263 260 330 
14-17 127 110 162 153 132 177 
18-21 58 43 68 64 66 98 
22-25 16 12 19 19 23 27 
26 and over 2 1 4 3 2 5 
Index 2,138 2,101 2,459 2,290 2,324 2,625 
1944 
Less than 2 492 469 546 456 532 564 
2-5 756 739 828 828 812 784 
6-9 472 483 546 510 524 489 
10-13 288 270 334 285 297 321 
14-17 141 121 182 132 167 197 
18-21 64 44 80 50 62 82 
22-25 19 12 22 13 21 27 
26 and over 3 1 5 4 — 5 
Index 2,235 2,139 2,543 2,276 2,415 2,469 
1945 
Less than 2 525 494 567 513 578 650 
2-5 762 774 879 827 758 878 
6-9 478 492 582 521 488 555 
10-13 298 263 348 285 296 335 
14-17 147 132 206 155 145 235 
18-21 65 48 82 59 13 92 
22-25 18 13 21 14 20 26 
26 and over 2 1 3 1 2 4 
Index 2,295 2,217 2,688 2,375 2,360 2,775 
1946 
Less than 2 589 588 565 607 641 750 
2-5 844 881 894 928 907 1,118 
6-9 497 532 574 595 572 638 
10-13 286 285 353 291 294 357 
14-17 150 136 198 147 144 191 
18-21 65 48 79 52 68 104 
22-25 18 12 21 13 20 29 
26 and over 3 1 2 2 4 4 
Index 2,452 2,483 2,686 2,635 2,650 8,191 

















6- 


inc 
er 
sp 
we 
tw 
19 
to 
m: 
Wi 
wi 


tr 


al 


> 


yn Gy | 











1950 DIFFERENTIALS IN HUMAN FERTILITY 95 








1947 
Lessthan2 640 671 685 683 743 815 
2-5 842 854 854 922 927 1,070 
6-9 487 494 582 555 535 589 
10-13 261 250 826 272 295 352 
14-17 147 127 192 140 160 188 
18-21 57 47 719 52 63 104 
22-25 18 ti 19 14 18 29 
26 and over 2 2 3 1 2 8 
Index 2,454 2,456 2,740 2,639 2,743 3,155 





Table IV is of interest, not only for the way in which the total 
index of current marriage fertility confirms the evidence of the 
crude birth rates, but also for the differences shown by the rates for 
specific durations of marriage. Thus, in all years Tasmanian fertility 
was the highest of all States for marriages which had lasted less than 
two years and for marriages lasting fourteen years or more. During 
1944 and 1945 Queensland fertility for marriages lasting from two 
to thirteen years exceeded Tasmanian fertility over these durations of 
marriage, although during 19438, 1946 and 1947, Tasmanian fertility 
was generally higher. In contrast, Victorian fertility throughout 
was generally low, this characteristic being especially noticeable in 
marriages which had been contracted ten or more years. South Aus- 
tralian and Western Australian fertility was, on the whole, neither 
outstandingly high nor outstandingly low over particular durations of 
marriage. In New South Wales, fertility was the lowest in Australia 
among marriages of from two to nine years duration. 

Chart no. 2 shows for the three years 1943, 1945 and 1947, the 
total fertility rates for five groups of durations of marriage. 
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The answer to the third question postulated above now becomes 
clear. The high Tasmanian fertility which manifested itself threugh- 
out the period 1943 to 1947 is undoubtedly due to higher fertility over 
all durations of marriage, although by far the greatest proportion of 
excess of that fertility over fertility in other States can be attributed 
to marriages which have been current for less than six years. The 
low fertility of New South Wales and Victorian marriages compared 
with the other States is more directly attributable to low fertility in 
particular types of marriages, viz., those which had been effective 
for six years or more. 

The index of current marriage fertility is capable of an alterna- 
tive treatment by which marriages contracted at particular periods 
of time can be examined. For instance, if to the 1943 specific fertility 
rates for marriages of duration ‘‘under one year’’ are added the 
specific fertility rates for marriages of duration ‘‘one and under two 
years’’ in 1944 and ‘‘two and under three years’’ in 1945, then the 
resultant total represents the fertility to 1945 of marriages contracted 
partly in 1942 and partly in 1943 over the first three years of their 
existence. Table V, hereunder, has been derived by this method and 
gives the fertility of marriages contracted during 1942-43, 1943-44, 
1944-45, 1945-46 and 1946-47 up to the year 1947. 


TABLE V 


Fertility, to 1947, of Marriages, by States 





Years Marriages Contracted 








State 

1942-43 1943-44 1944-45 1945-46 1946-47 
New South Wales 1,126 966 823 596 343 
Victoria 1,140 974 788 633 335 
Queensland 1,234 1,011 796 618 382 
South Australia 1,147 1,003 855 642 317 
Western Australia 1,201 1,046 899 692 390 
Tasmania 1,344 1,236 1,014 793 438 





The pattern of fertility shown in this table is similar to that 
shown over the whole of the index for the years 1943 to 1947, 
Tasmanian, Queensland and Western Australia fertility being generally 
higher/than that for other States. The table clearly demonstrates 
that war-time marriages, notwithstanding the circumstances under 
which they were contracted, exhibit similar interstate differentials 
to those which took place earlier. 


6. Strictly speaking, the marriages to which the “under one year” rates relate are 
not comparable with the marriages to which the other rates are related, but the error involved 
is not likely to be great. This inconsistency arises from differences in weighting in the 
first year. 
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The results of this investigation may now be summarized. All 
the evidence here examined points to the presence of regular fertility 
differentials as between States. These differentials have existed over 
almost half a century, the decline in the overall level of fertility not 
bringing about any material variations in the pattern. Even the 
impact of war has failed to change the overall picture. 

Differences in the age distribution of the female population in 
each State cannot account for these differentials, for the gross repro- 
duction rate, which eliminates the effects of differences of age dis- 
tribution, gives results similar to the crude birth rate. Nor can 
the differentials be attributed to differences in the proportions of the 
populations marrying, for the index of current marriage fertility is 
designed to obviate the effects of such differences. Examination of the 
specifie fertility rates which go to make up the gross reproduction 
rate shows that the differentials are present at all ages, although 
rather less apparent in the earlier age groups. Finally, the index 
of current marriage fertility, when rearranged so that the fertility 
of marriages contracted in particular periods can be followed, points to 
the probability of a continuation of these differentials. . 

These findings are, in a sense, negative. While it has been 
demonstrated that differentials in fertility as between States do not 
depend upon given differences in population composition, no evidence 
has been given to show upon what they do depend. If this is to be 
done statistically, the material available from year to year must be 
considerably widened. 

R. J. LINFORD. 
Canberra, A.C.T. 
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I 


This article is concerned with the real aspect of full employ- 
ment, i.e., the proportion of the population actually in employment. 
It is not, however, concerned with the productivity side of employment. 

By 1926 boom conditions had failed to emerge from the depressed 
period ushered in in 1921. Moreover, from 1926, countries and 
regions depending mainly on raw materials for income settled down 
to a gradually worsening economic position. The reflex of lowered 
and lowering national income in these primary producing countries 
and regions on the industrial and manufacturing countries and 
regions began to have effect as early as the end of 1928. The year 
1929 saw rising unemployment and growing depression the world 
over. Then followed a succession of economic catastrophes cul- 
minating in the great depression of the ’thirties. 

The resurgence of productivity, output and income dates from 
the end of 1933. In 1934 and 1935 real income levels were rapidly 
rising. 

In New Zealand the year 1936 brought the Labour Party to 
power and nominally a full employment policy into practice. The 
main plank of the New Zealand Labour Party was, however, a 
policy of social and economic betterment for the ‘‘working class’’ 
—the lower paid workers in particular. These two policies, that of 
full employment, and that of social betterment for the ‘‘ working 
class’’ are by no means identical. 

The argument of this article is that the policy of full employ- 
ment was superfluous, in view of the other policy of the Labour 
Government. The writer will attempt to show that in actual fact 
full employment was a nominal policy only, that it was not acted 
upon and, that the ‘‘full employment’’ achieved in New Zealand 
(as well as the nature of that ‘‘full employment’’) bore little, if 
any, relation to policies of full employment set out in economic 
textbooks. 


It is not intended to illustrate the argument with what men 
said, or with the reasons they gave for what they did. We will rest 
content with a statistical presentation and a mention of certain 
acts of legislation. 
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In 1936! the total male population amounted to 756,000, and 
of that 66.85 per cent were participants in the labour force. In 
1945 the male population had increased to 826,000, and including 
soldiers in New Zealand and on service overseas, only 62.53 per 
cent were in the labour force. To avoid misunderstanding, that 
information may be restated thus :— 

Percentage of Male Population 





1936 1945 
Civilian Workers 66.85 54.31 
Soldiers — 8.22 
TOTAL = LABOUR FORCE 66.85 62.53 





Thus, as far as the labour force was concerned, the ‘‘full 
employment’’ epoch had resulted in a definite decline, not an 
advance in the labour force. The statistics give a minimum decline 
of 4.32 per cent. This must be regarded as an absolute minimum 
of the decline because not all soldiers would join the labour force 
on their return, and not all those in the labour force would remain 
there after the war. The war did cause many people to participate 
more fully in employment than they would otherwise have done. For 
the young there were the enhanced wages available; for those between 
20 and 50 years there were the Manpower Regulations and, pervading 
these two groups, and affecting the group of elderly people as well, 
was the patriotic motive—to work to help win the war. Older workers 
were, too, in part, ‘‘holding’’ jobs for the soldiers for when they 
returned. The decline in the percentage of males taking part in 
industry concomitant with a ‘‘full employment’’ policy, was thus 
a decline when apparently all the portents pointed toward an increase 
(as for example took place in the U.S.A. and the U.K.) in the per- 
centage seeking and obtaining employment. The reason for the 
decline, as will be shown later, is transparently easy to see when 
certain acts of legislation are placed in juxtaposition to the statistics. 


Ill 


The 66.85 per cent of males in the labour force in 1936 were not 
all employed. Approximately 36,000 were declared unemployed in 
the March, 1936, Census. Besides these there were 22,500 engaged on 
full-time relief-works. This number, 22,500, was however comparable 
to the number ‘‘dismissed’’ from public works in 1931 and 1932 and 
restated as public works employees in June, 1936. We need consider, 
therefore, only the 36,000 as unemployed in 1936. 

To have 36,000 of a population of 756,000 unemployed is to have 
4.73 per cent of the population unemployed. In 1945 the percentage 


1. Unless specifically stated the statistics given relate to non-Maori males only. 
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decline of the population in the labour force was 4.32. The 
difference between these two percentages is thus merely .41 per cent. 
Such a small difference (a little over 3,000 of the 1945 male popula- 
tion) could quite easily be the result of chance. One has only to 
presume that a number of returned soldiers will go to universities, 
medical schools or otherwise not join the labour force, and that some 
males already in the labour force will leave when the soldiers return 
and one has enough of the 3,000. This gives the astownding result 
that no more persons were actually fully employed in 1945 than were 
in 1936. So much for the full-employment policy pursued in the 
years 1936-45. 
IV 


Admittedly the basis of the above is the percentage of the male 
population in each case. The actual number in the labour force did 
increase in’ the ‘forties. Yet by the end of the period (1945) popu- 
lation had increased by 14 per cent and employment by but 8 per 
cent. 

What happened then to the unemployed of the ’thirties? The 
answer is tied up with the policy of social and economic betterment 
for the ‘‘working class’’ advocated and practised by the Labour 
Party. 

First let us go back to 1926. In that year some 30,000 New 
Zealanders were employed on public works of all kinds (including 
public works run by local authorities). In 1932 there were only 
about 5,000 so employed. The other 25,000 were on ‘‘relief works.’’ 
But these ‘‘relief works’’ were to a large extent synonymous with 
what were public works in 1926. The Unemployment Board in its 
Annual Reports to Government regularly stated an estimate of men 
on relief works who were engaged on ‘‘productive’’ work. This 
estimate generally stood about 30,000. The works were land-drainage, 
land-improvement, roads and highways and similar works including 
some hydro-electric works. But these were the same works undertaken 
by the public works before 1930 and after 1936. Thus from 20,000 
to 25,000 ‘‘unemployed relief workers’’ merely underwent a change 
in ‘‘status’’ (and income) in 1930 and in 1936. 

This leaves 36,000 (the Census 1936 estimate) otherwise un- 
employed in 1936. The labour force decline in 1945 on 1936 amounted 
to 35,000-40,000. The similarity between the two numbers is more 
than coincidence. But first let us examine some historical trends. 


V 


The Labour Party was not the first party in New Zealand to 
advocate social reform. It was not the first New Zealand Govern- 
ment to practise such reform. Indeed more governments than not 
in New Zealand have espoused and practised that policy. For 
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example, in 1898 Seddon’s Government brought in the Old-age 
Pensions Act. Various governments from time to time improved on 
this Act. It takes no great effort to realize that the value of the 
pension and the number of workers retired on the pension would 
be positively correlated. One would also expect the number retired 
and the number in receipt of old-age pensions to be positively cor- 
related. The following table presents the facts for males aged 65 
years or more: 
TABLE I 


Males aged 65 years.or over 








Year Percent Retired 
1896 13.6 
1901 12.9 
1906 18.0 
1911 26.7 
1916 33.7 
1921 32.8 
1926 52.6 





Source: Census Publications. 


Thus between 1896 and 1926 the percentage of males over 65 
in retirement increased, relative to the number aged 65 or more, by 
almost 40 per cent—in numbers, from 1,700 retired in 1896 to 19,000 
retired in 1926. On the other hand, the number in work increased 
from 11,000 to only 17,000 in the same period. 

The relationship between pensions and retirements is readily 
apparent if we take the whole period 1926-1939 and show the pro- 
portion of males over 65 years of age who were in receipt of a 
pension, viz. : 

TABLE II 


Males over 65 years and Males in Receipt of a Pension 
(Except for Censuses, population as at December; pensions are at March) 








1 2 3 
Males over Males receiving 2 as a per 
65 years * apension cent of 1 
1926 35,881 11,452 30.2 
1927 36,200 11,875 32.8 
1928 37,150 12,437 33.5 
1929 37,500 13,055 34.9 
1930 38,650 18,454 34.8 
1931 40,000 14,497 36.2 
1932 41,400 16,158 39.0 
1933 42,700 17,466 40.9 
1934 44,350 18,753 42.3 
1935 46,250 20,070 43.4 
1936 48,955 21,654 44.2 
1937 51,850 27,067 62.2 
1938 53,500 29,976 56.0 
1939 54,700 33,347 60.9 





Source: Pensions Department’s Reports and Census Publications; Inter- 
polations between Censuses (1926, 1936 and 1945) based on life tables. 
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The Labour Government certainly hastened the trend toward 
earlier retirement. In 1936, 44 per cent of males aged 65 years or 
more were retired—in 1939, 61 per cent. In 1945 out of 70,387 males 
aged 65 years or more, 56,661 were retired. This left only 19.5 per 
cent of males 65 years or over in the labour force in 1945. (A good 
proportion of these were farmers carrying on until their sons returned 
home from the war.) 

The total increase in the number of retired males between 1936 
and 1945 thus amounted to over 30,000. The ‘‘full employment’’ 
policy of the Labour Government, in this respect, does not explain 
the situation as neatly or as well as its policy of social welfare. 


VI 


Besides the aged, there are the young. Before 15 years for 
minimum: school-leaving age was made compulsory, it was in fact 
observed in a majority of cases. The increased incomes generated 
by government action from 1936 caused a decrease in multiple- 
working units in the population. It reinforced a trend toward longer 
life at school. In 1917, 37 per cent of children continued to post- 
primary schools; in 1922, 47 per cent; in 1927, 50 per cent. The 
Labour Government’s action, however, brought this trend to ful- 
filment, and in 1937 65 per cent of children continued to post- 
primary schools, in 1942, 70 per cent, and 85 per cent in 1946. 

It remains but to mention the third force involved. It passes 
under the name of the 40-hour week. Before 1936, 44 hours and 
48 hours per week were normal in industry; after 1936, 40 hours was 
the rule. It is not contended that the mere change of hours worked 
affected the number seeking work. The fact of the 40-hour week 
must be set side by side with the increased ‘‘industrialization’’ of 
New Zealand; the reduction in the percentage of males in the 
labour force ; and the increase in the number of government employees 
(from 66,000 in 1926 to 105,000 in 1945) needed to cope with the 
administration of the added welfare services. These facts explain 
the labour shortage—they are all that are needed. This paragraph 
has been necessary to point out that the aspect of full employment, 
namely ‘‘more jobs than men’’ requires no real full employment 
policy—a policy of ‘‘social welfare’’ can achieve it. 


Vil 


To sum up, the ‘‘full employment’’ in New Zealand is a resultant 
of three things: the Social Security Act, the Education Act, and the 
40-hour week. It illustrates a remark of Professor Robbins that 
‘* . . . the practical problem which we have to decide at any given 
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moment is the problem whether our present distribution of time 
between work and leisure is satisfactory ... ’’—curing unemployment 
may not involve expanding employment but expanding desired 
unemployment. 

As a final measure, the percentage of males in the labour force, 
and the percentage of males aged between 15 and 65 years, may 
be compared. This dispels any contention that the overall figures 
showing the decline in the percentage of males employed is a result 
of (a) the ageing of the population, or (b) the increased number of 
children, or (c) both. Commencing with 1901, the proportion of males 
in the labour force to males aged 15-65 fell from 105.36 per cent to 
94.90 per cent—a fall of 10.46 per cent. The trend figures were: 








Per cent— 
Year Labour Force to Males 15-65 yrs. 
1901 105.36 
1906 104.52 
1911 103.45 
1916 102.29 
1921 101.27 
1926 98.56 
1936 98.85 
1945 94.90 





Source: Census Publications 


It is contended that the policy of ‘‘full employment’’ was 
superfluous in the New Zealand Labour Party’s programme; and 
that the ‘‘full employment’’ achieved and the nature of that ‘‘full 
employment’’ bore little, if any, resemblance to policies of full 
employment set out in economic textbooks. 

It is asserted, and the statistics show, that in New Zealand 
the ‘‘enforeed unemployment’’ of the ’thirties was replaced with 
‘desired unemployment’”’ in the ‘forties. The actual proportion of 
males actually employed was the same in the two periods. If a 
policy achieving such a result could be called a policy of ‘‘full- 
employment’’ at least it could not be called a policy of ‘‘high 
employment.”’ 

NOEL RUTH. 
Wellington. 


2. “The Economic Effects of Variation of the Hours of Labour,” Prof. L. Robbins, 
Economic Journal, March, 19389. 











NEWS AND NOTES 


No. 50 of ‘‘The Economic Record.’’—The first issue of The 
Economic Record was published in November, 1925, and regular 
half-yearly issues have appeared since that date. The present number 
is therefore No. 50. At first the circulation was small, but it has 
grown steadily and, for a journal that aims at the scientific discussion 
of problems in its field, is now large and still growing. Its appeal 
to economists is not restricted to Australia and New Zealand; it 
has numerous readers in other countries. Every effort is made to 
maintain the standard and the reputation The Record has already 
reached and confidently look to the continued support of old 
subscribers and the enrolment of many new ones as we advance 
towards No. 100. 





The appointment of two brilliant young economists to posts in 
the Australian National University at Canberra has been recently 
announced. Mr. T. W. Swan, a graduate of Sydney University, has been 
appointed Professor of Economics in the Research School of Social 
Sciences, and Mr. H. P. Brown, a Melbourne graduate, has been 
appointed Reader in Economic Statistics. 





Mr. J. A. La Nauze, formerly Reader in Economic History 
in the University of Sydney, has been appointed to the Chair in 
Economie History in the University of Melbourne and commenced 
duty with the current academic year. 





Two Melbourne Arts graduates, both of whom gained first class 
honours in the School of Economics, have recently become Professors 
of Economies. Dr: P. H. Karmel, senior lecturer in the Faculty of 
Economics and Commerce in the University of Melbourne, and 4 
Ph.D. of Cambridge University, has been appointed to the Adelaide 
Chair in succession to Professor Brian Tew. Mr. B. R. Williams, 
formerly lecturer at Adelaide and Belfast Universities, has been 
appointed Professor of Economics at the University College of North 
Staffordshire, recently established at Stoke-on-Trent. 
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Professor C. G. F. Simkin, a member of the Editorial Board 
of the Economic Record has returned to Auckland from a two year 
period of research at Oxford as a Rockefeller Social Science Scholar. 
He was attached to Nuffield College as a Research Fellow. While 
abroad, he visited a number of Research Institutes and Universities 
in England and the Continent. 





Dr. C. Westrate, Professor of Economics at Leiden (Holland) 
has been appointed to the Chair of Economies at Canterbury Uni- 
versity, Christchurch, in succession to Professor A. H. Tocker, a 
former member of the Editorial Board of the Record, who is retiring 
on superannuation. Professor Tocker had combined with the occupancy 
of the Economics Chair the Rectorship of the College for several 
years. 





Mr. A. R. Bergstrom, M.Com., A.R.A.N.Z., of Canterbury Uni- 
versity College, has been appointed Junior Lecturer in Economics 
at Auckland University College. Prior to this appointment, he had 
been a temporary Lecturer in Economics at Massey Agricultural 
College, Palmerston North, New Zealand. 





Back Numbers Required 


The Editor is desirous of obtaining copies of back numbers which 
are out of print, and would be prepared to pay 6/- for good clean 
copies of the following numbers :— 


Number 1 (November, 1925). 
- 11 (November, 1931). 
~ 12 (May, 1932). 
“ 13 (December, 1932). 
a 30 (June, 1940). 
- 36 (June, 1943). 
” 38 (June, 1944). 
* 42 (June, 1946). 
43 (December, 1946). 
Menhoting Supplement (February, 1928). 


Copies should be forwarded to the Editor, care Economics Depart- 
ment, University of Melbourne. 
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Branch Secretaries 
For information of members and intending members we append 
a list of the secretaries of the various branches of the society : 
Victoria: Mr. J. C. Habersberger, c/o Kodak (A/asia) Pty. Ltd., 
Southampton Crescent, Abbotsford, N.9. 


New South Wales: Mr. P. T. Matthews, c/o M.L. & C. Assce. Co. Ltd., 
46 Martin Place, Sydney. 


Queensland: Mr. F. D. Gillies, c/o Bureau of Industry, Treasury 
Building, Queen Street, Brisbane. 


South Australia: Mr. A. P. Bailey, Department of Economies, Uni- 
versity, Adelaide. 


Western Australia: Mr. K. M. McKenna, c/o Government Statistician’s 
Office, Cathedral Avenue, Perth. 


Tasmama: Mr. R. A. Hill, Department of Labour and Industry, 29 
Elizabeth Street, Hobart. 


Canberra: Mr. R. Jay, c/o Bureau of Census and Statistics, West 
Block, Canberra, A.C.T. 


Auckland: Mr. J. D. Rose, 6 Gardiner Rd., Epsom, Auckland, N.Z. 


Dunedin: Mr. C. A. Blyth, Department of Economics, University 
of Otago, Dunedin, N.Z. 


Christchurch: Mr. W. Rosenberg, c/o Canterbury University College, 
Christchurch, N.Z. 


Wellington: Mr. B. Hocking, Public Accountant, 41 Ghuznee St., 
Wellington, C.1, N.Z. 
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NOTES 
E. C. DYASON: A TRIBUTE! 


E. C. Dyason was a pioneer in the development of economic 
study in Australia. The advances made during the ’twenties, and 
especially the establishment and early growth of the Economic Society 
of Australia and New Zealand, owe much to his enthusiasm, practical 
guidance and financial support. He was a valuable link between 
academic economists and the business world at a time when the 
support of business leaders was essential to the success of plans for 
promoting a wider interest in economic study, and he had much 
influence with governments of both right and left. In several respects 
he was more advanced in his basic economic philosophy than many 
of the academic economists with whom he was closely associated 
during the years 1924 to 1934, when ill-health forced him to restrict 
his manifold activities. In particular, his courageous unorthodoxy 
was a healthy antidote to the tendency to adopt traditional solutions 
for the great depression in the early ’thirties. The frigidity of deflation 
had no appeal for his buoyant spirits, and he understood the effects 
of falling prices and incomes on the social structure more clearly 
than did most of his colleagues. Consequently, he played a leading 
part in the discussions that took place among the economists in 
1930 and 1931, and contributed in no small measure to the elements 
of economic policy which helped to restrain the deflationary pro- 
cess. Had Dyason had his way the forces of expansion would have 
been much more actively fostered in the latter half of 1931 than was 
in fact the case, and the impact of the depression on the public 
mind might have been much less severe. 

Dyason was a foundation member of the Economie Society in 
every sense of the word. He was an active member of the small 
group who discussed the project for an Economie Society in 1924, 
and was-present at the meeting of Section G of the Australasian 
Association for the Advancement of Science in Adelaide ,in August, 
1924, when a provisional committee, of which Dyason was a member, 
was set up to found the society. He was Vice-President of the 
Victorian Branch in its first year, and President in its second year, 
a member of the Editorial Board of The Economic Record from 1925 
to 1931, and President of the Central Council of the Society in 1930 
and 1932. This catalogue of the offices he held affords but little 


1. In preparation of this note I have had the advantage of consulting Professor L. F. 
Giblin, who desires to express agreement with it. 
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guidance to the work he did for the Society in those early days. I recall 
in 1927 when he returned from a business trip to Broken Hill he 
reported with evident pleasure that he had sold the idea of the 
Society and its possibilities to all his business associates on the trip. 
He was an indefatigable worker in the Victorian Branch and on the 
Council, and was a frequent contributor to the pages of The Economic 
Record. To the Victorian Branch of the Society he read many papers, 
into which he had put an astonishing amount of work, and he could 
always be counted on to brighten the discussion at meetings. He had 
a flair for the paradoxical that at times shocked the more sober- 
minded of his hearers, though on analysis they were frequently sur- 
prised at the shrewdness and accuracy of his thrusts. He brought 
an element of gaiety to every problem, particularly in the more 
restricted atmosphere of committee or in private discussions which 
took place over lunch or dinner. One never went to him for comment 
on an idea without reward, and he had the great merit of paying 
adequate respect to the heterodox. He had read widely on the social 
sciences, and this, combined with his extensive experience in business 
and public affairs, enriched his contributions to economic discussion. 
The formative period of the Economic Society and the rapid strides 
that Australia made in economic study in the ’twenties owed much to 
his initiative and inspiration. 

In 1924 he was associated with Sir Harrison Moore in reviewing 
the work of the Arbitration Court for Mr. Bruce, as he was then. 
Unfortunately, this report was never published, but some effort 
should be made to dig it out of the government files. There is good 
reason to believe that it was the first statement to recognize the real 
value of the Court as a social institution. In 1928 and 1929 he worked 
with a group, of which I was a member, to report to the Prime 
Minister on the Australian Tariff. That report was published? and 
it is not for me to comment on it, except to say that Dyason was as 
familiar with the abstract theory involved in the study as any of his 
colleagues, and much more familiar with the effects of the tariff on 
individual industries. The basic point of view advanced in the report 
as to the costs and benefits of the tariff owes much to his’ practical 
knowledge, and to the checks he was able to make in industries of which 
he had knowledge and experience. 

It was, however, during the great depression that Dyason made 
his most signal contribution to economic policy. Here again he was 
associated with the leading economists of the time and participation 
in the preparation of two statements which economists made on 
general policy. The first was prepared during the meetings of Section 


2. The Australian Tariff: An Economic Enquiry (Melbourne University Press), 1929. 
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G of the Australasian Association for the Advancement of Science 
in Brisbane in May, 1930. It contained the first comprehensive sug- 
gestions for a sharing of the loss of income caused by the depression 
and for checking deflation by depreciating the currency. In this 
early statement the proposals were not as definite as they became 
later, and naturally there had to be some compromise in securing 
agreement among a group with diverse attitudes towards the basic 
remedy for the deteriorating economic position. In January, 1931, 
the second general statement was issued, and this reinforced the 
argument of the first in the light of the increasing gravity of the 
situation. A more detailed statement of policy was embodied in a 
memorandum prepared by a group of three, Giblin, Dyason and myself, 
in September, 1930. On the whole, this memorandum bears a striking 
resemblance to the final development of policy which emerged with 
the depreciation of the currency and the decision of the Arbitration 
Court in January, 1931, and the important Premiers’ Conferences 
enunciating the Premiers’ Plan in May and June of 1931. I think 
the three signatories to this memorandum were in more agreement 
among themselves on all the major issues than were the economists 
as a whole, perhaps because they had more continuous opportunity 
for discussion.® 

It was this memorandum to which Mr. Theodore referred in 
March, 1931, when explaining his ‘‘Three years’ plan’’ to Parliament. 
He was pleased to find his plan in substantial harmony with the 
memorandum, which had come during his withdrawal from the 
Treasury and been pigeon-holed. It was probably on this account 
that he invited Dyason and Giblin to Sydney early in 1931 to help 
him in a final attempt to get a working compromise with the banks, 
which would put a limit to the unavoidable deflation. 

It is somewhat ironical to associate all these plans exclusively 
with deflation, though there was a considerable measure of that 
medicine in them all. Those of us who remember the atmosphere 
of the time know very well how difficult it was to restrict deflation 
to the necessary minimum, and how impossible it would have been 
to have commanded support for a policy of stability of incomes and 
costs at the level prevailing, say, in the latter part of 1929. Dyason 
was perhaps the most insistent and vigorous voice in exposing the 
evils of deflation and suggesting alternative action. In the first 
economists’ statement of May, 1930, we have the following hint of 
the evils of deflation: ‘‘the immediate difficulties of the present 
time would, in our opinion, be increased by a credit policy directed 
to the rapid re-establishment of parity in the London exchange.’’ 

3. The two statements of the economists are published in Shann and Copland: The 


Crisis in Australian Finance, pp. 16-18 and 72-75, and the memorandum of September, 1930, 
is reproduced in large part in Copland: Australia and the World Crisis, pp. 37 and 68-71. 
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In the memorandum of September, 1930, much more attention was 
given to this aspect of the problem, and it was argued that an essential 
element of a recovery programme was a depreciation of exchange, 
the figure suggested being 20 per cent. There were other proposals, 
of course, but the central argument maintained that the loss of income 
should be equitably distributed and should be confined as far as 
possible to what was called the first loss due to declining export 
prices and the cessation of overseas borrowing. Every effort should 
be made to prevent the repercussion of continued deflation of money 
incomes. To quote one brief passage: 


‘‘Complete recovery might require two or three years even 
under the best conditions, but under a rapid deflationary policy 
we see no escape from increasing unemployment which would 
become desperately serious as the means to ameliorate it became 
exhausted. The policy of stabilization requires only one cut in 
wages, in contrast with the cumulative reductions required under 
a deflationary policy. The reduction in real wages may be the 
same in both cases, but the practical difficulties of securing it 
without grave industrial trouble are vastly greater in the one 
case than in the other.’’4 


It is not easy to say who was responsible for any one or all of 
the central ideas which eventually came to be adopted as the basis 
of Australian economic policy to meet the depression. It is possible, 
however, to say that Dyason was perhaps the strongest enemy of 
deflation amongst us and saw, as clearly as anyone in Australia, 
the social and political consequences of unmitigated deflation. He 
worked against this during the whole of the period in which the basic 
economic policy was being evolved, and when finally the Premiers’ 
Plan had been adopted he was the keenest advocate of a liberal credit 
policy. It can now be seen that the greatest weakness of the whole 
plan was the failure to initiate such a policy in August or September 
of 1931. This omission cannot be laid at Dyason’s door, but there 
were some of us who faltered at this stage. If a vigorous policy of credit 
expansion and public works had then been adopted the Premiers’ 
Plan would probably have made a different impression on left wing 
opinion, despite the political storms associated with it. In all the 
circumstances, failure to provide work in place of meagre sustenance, 
after the middle of 1931, was its chief blemish. That could not have 
been said of the plan if Dyason had been permitted to leave his 
imprint on its final stage. 


D. B. COPLAND. 
The Australian National University. 


4. Ibid., p. 69. 
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MALCOLM FRASER 


We regret to record the death of Mr. Malcolm Fraser, C.V.O., 
O.B.E., a former Government Statistician and Under-Secretary of 
Internal Affairs of New Zealand. As Government Statistician Mr. 
Fraser showed an early interest in the economic interpretation of 
official statistics, and worked in close contact with Sir James Hight 
(at the time Professor of Economics and Professor of History at 
Canterbury University College) to strengthen the staff of the Statis- 
tician’s Department in New Zealand during the first world war. 
Among those who served under him were Professors Condliffe and 
Copland. Mr. Fraser was Government Statistician in New Zealand 
from 1911 to 1932 and the excellence of the official statistics of the 
Dominion is due in large part to his initiative and thoroughness. 
He developed an increasing interest in economic study, and was a 
member of the Committee to which Section G of the Australasian 
Association for the Advancement of Science remitted the scheme for 
the establishment of the Economic Society in August, 1924, and 
which drafted the provisional Constitution of the Society. In addition 
to being a frequent contributor to The Economic Record he was an 
editor of the journal from its first issue until 1932, and was a member 
of the first Council and later President of the Wellington Branch 
of the Society. Mr. Fraser was a familiar figure at the meetings of 
Section G of A.A.A.S., and at the early meetings of the Council of 
the Economic Society that were usually held at the same time. When 
the late Mr. C. H. Wickens succeeded Sir George Knibbs as Common- 
wealth Statistician, he revived the practice of regular conferences 
of Statisticians and timed them to be continuous with meetings of 
A.A.A.S. Mr. Fraser attended these conferences and with his fellow 
statisticians gave strong support to Section G. He and Mr. Wickens 
worked in the closest association in the development and improve- 
ment of the statistical services of Australia and New Zealand, and 
they carried this association into the affairs of the Economie Society 
with excellent results. Those who knew Mr. Fraser became attracted 
to him on account of his quiet, cautious but sympathetic approach to 
economic problems. On both official and unofficial occasions he gave 
encouragement to the growing body of young economists who were 
looking for allies in their attempts to promote an interest in the 
broader economic issues that should influence administrative and 
policy decisions, and in his official position he exercised a major 
influence in the inner counsels of the New Zealand Government. Mr. 
Fraser retired from the Government service in 1935 to become Chair- 
man and Managing Director of the Equitable Building and Investment 
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Company of Wellington, and he was a member of the Wellington 
City Council from 1938 to 1947. His death occurred in his seventy- 
seventh year. 


D. B. COPLAND. 
Australian National Umversity. 


THE RELATION OF UNSKILLED TO SKILLED WAGE 
RATES IN AUSTRALIA 


One aspect of the behaviour of relative wages that has merited 
special attention from economists concerns the relation of unskilled 
to skilled rates. Students of labour problems and industrial relations 
are well aware of the vital importance which workers attach to the 
maintenance of traditional wage relationships. The existing structure 
of wages in any country is the product of various interacting social and 
economic pressures and is therefore very difficult to modify in the 
short run. Any distortion of the traditional ‘‘wages line,’’ either 
as between the various groups of skilled workers or as between un- 
skilled and skilled workers, will almost certainly evoke strong opposi- 
tion from the workers whose relative positions have consequently 
deteriorated. Thus, should one group of skilled workers, say, in the 
building trades, succeed in obtaining increases in their wages then 
skilled workers in other industries, such as the metal trades, will 
not be slow in pressing forward their claims for similar increases, 
not so much on the grounds of necessity but rather to restore their 
relative positions vis-a-vis skilled workers in the building trades. 
This process of adjustment is likely to continue until the traditional 
wage relationships between the various groups of skilled workers 
have been restored. Again, the granting of wage increases to workers 
in a particular region will tend to encourage similar grades of 
workers in other regions to demand comparable increases. For 
example, it is a common practice for workers, both wage and salary 
earners, in this State (Western Australia) to claim increases on 
the grounds that increases have been granted to similar grades of 
workers in the Eastern States. Even when claims for increased 
wages are based on other grounds, considerations of relative wages 
still carry much weight. Likewise, when unskilled workers receive 
increases, even on the grounds of necessity, skilled workers will sooner 
or later claim increases in order to restore their relative positions 
vis-a-vis unskilled workers. Arguments based upon the necessity of 
providing sufficient monetary incentive to induce workers to enter 
skilled occupations are likely to be very convincing when there is a 
scarcity of skilled tradesmen. This insistence upon the maintenance 
of traditional wage relationships is likely to be greatest in periods 
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of fairly full employment when the bargaining power of organized 
labour is strongest. Many examples could be quoted of the problems 
which were raised in regard to relative wages by the attempt to 
stabilize wages during the recent world war and years immediately 
following it.? 

Notwithstanding such strong opposition to any interference with 
traditional wage-relationships in the short run various economists have 
drawn attention to the fact that the margin between unskilled and 
skilled wage rates has definitely narrowed over a period of years in 
many countries.2, For example, in New Zealand rates for unskilled 
work as prescribed by the Arbitration Court were in 1919 nearly 
77 per cent of rates for skilled work, in 1925 nearly 82 per cent 
and in 1945 nearly 87 per cent. Figures could also be quoted to show 
a narrowing of margins for skill in various other countries though not 
necessarily to the same extent as in New Zealand. 

Various factors have contributed to this development. Firstly, 
during periods of rapidly rising prices, as for example, during both 
world wars and the post war booms, a simple procedure has been 
adopted in many countries of granting equal cost of living bonuses 
to all workers, skilled and unskilled alike. Such an adjustment would, 
by conferring a relatively greater increase on the lower incomes, 
alter the ratio in favour of unskilled workers. When, however, 
downward adjustments are made in times of falling prices by re- 
ducing or withdrawing such cost of living bonuses then, of course, 
the ratio would be altered in the opposite direction. Since, however, 
the trend of prices and money incomes is definitely upward most 
adjustments on this basis during the past forty years have been 
made to offset rising prices and have therefore tended to narrow the 
margins for skill. Secondly, in some countries such as New Zealand, 
for example, the wage fixing authorities have attempted to maintain 
a fixed money margin for skill, a procedure which would also have the 
effect of altering the ratio in favour of unskilled workers. Thirdly, 
the growth of trade unionism amongst the ranks of unskilled workers 
has made considerable progress in many countries during the past 
forty or fifty years and must be reckoned an important factor in 
improving the relative position of unskilled workers. Fourthly, 
the institution of minimum wage legislation, a feature in various 
countries during the present century, would also be to the advantage 


1. See for example, A. E. C. Hare: Labour in New Zealand, 1944, pp. 50-51; and 
A. R. Low: “Wage Stabilization in New Zealand” in International Labour Review, Vol. 
LIII, Nos. 3-4, March-April, 1946, pp. 170-185. 

2. For example, A. G. B. Fisher: ‘“‘Education and Relative Wages” in International 
Labour Review, Vol. XXV, June, 1932, pp. 743-764; A. E. C. Hare: Industrial Relations in 
New Zealand, pp. 118-120; E. H. Phelps Brown: “Prospects for Labour” in Economica 
(New Series), Vol. XVI, No. 61, Feb., 1949, p. 4, and “Wage Levels After Two World 
Wars” in Westminster Bank Review, Nov., 1949, p. 3; and J. H. Richardson: “Some Aspects 
oa Wage Movements” in International Labour Review, Vol. XVII, Feb., 1928, pp. 

190. 








114 THE ECONOMIC RECORD JUNE 


of low paid and unskilled workers. Finally, the narrowing of the 
margins for skill is due in part to the operation of certain fundamental 
economic and social forces which have produced changes in the 
supply and demand for various grades of labour. For example, 
increases in specialization and mass production in various countries 
have extended the demand for semi-skilled labour but decreased the 
demand for traditional skilled labour. At the same time other influences 
have tended to reduce the proportion of unskilled labour in the 
labour force. As Professor A. G. B. Fisher has shown in his very 
interesting article on ‘‘Education and Relative Wages,’’ the spread 
of liberal education has had the effect of reducing the supply of 
unskilled labour in relation to other grades of labour thereby altering 
the wage ratio in favour of the unskilled. In general it will be 
found that relative margins for skill are lowest in countries which 
possess liberal systems of education and which are relatively free 
of cheap peasant, aboriginal or migrant labour. 

In view of the very extensive and comprehensive system of 
statutory wage regulation that exists in Australia, it will be of 
considerable interest to discover to what extent the operation of 
these various factors has been able to reduce the margins for skill 
in this country. The following table gives a comparison of an 
average of minimum weekly wage rates of a sample of twenty un- 
skilled and twenty skilled occupations® in Melbourne over the period 
1914 to 1948. Melbourne was selected in preference to other capital 
cities for the reason that the rates prescribed by the Commonwealth 
Court of Conciliation and Arbitration apply in that city. Since 
wages in many important industries throughout Australia are regu- 
lated by this Court and since most other wage fixing tribunals tend 
to adopt the standards of this authority, the movements of wage rates 
in Melbourne should be reasonably representative of movements in 
wage rates in Australia as a whole. 

Some interesting conclusions emerge from an examination of the 
data in this table. The ratio of unskilled to skilled rates rose during 
each of the two war periods and is now higher than it was in 1914. 
The ratio remained fairly stable during the nineteen twenties, declined 
in the next decade but recovered somewhat during the period of the 


3. Unskilled: Labourers in saw-milling and timber yards, agricultural implement 
making, ironworking (engineers’ and moulders’), gasmaking and supply, jam-making, 
textile mills, brickmaking; coachmaking (road), glass founding, building, sewerage and 
water supply, municipal works, gardening, packers (aerated water and cordials), porters 
(railway), hotel porters (day work), car washers or cleaners, track cleaners (tramways), 
and lift attendants (passenger). 

Skilled: Cabinet-makers, upholsterers, journeymen (boiler-making), fitters (electrical 
installations), mechanics (electrical trades), fitters (engineering), coppersmiths (engineer- 
ing), tinsmiths (sheet-metal working), turners (engineering), shift millers (flour milling), 
bootmakers, tailors (order), bookbinders (printing), compositors (job offices), road 
coachmaking, bodymakers, curriers, bricklayers (surface), carpenters, plumbers and gas- 
fitters, loco-engine drivers (5th class). 

N.B.—Where two or more rates have been quoted for the same occupation the upper 
rate has been used. 
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TABLE I 


Comparison of Average Unskilled and Skilled Minimum Weekly Wage 
Rates for Various Occupations in Melbourne, 1914-1948 











Year (a) Unskilled Skilled Ratio (b) 
s. 4d. s ¢. 
1914 AT 5 64 9 73.3 
1915 49 11 66 11 74.6 
1916 51 5 69 7 73.9 
1917 55 Oo 7 ¢ 717.6 
1918 60 9 76 #9 79.2 
1919 68 1 81 8 83.5 
1920 3% #8 101 O 17.9 
1921 84 8 107 +1 79.0 
1922 a ¢ 102 9 81.1 
1923 89 6 108 8 82.3 
1924 86 4 108 11 79.3 
1925 88 10 110 4 80.5 
1926 90 11 112 10 80.5 
1927 92 3 112 10 81.8 
1928 89 7 iC 80.3 
1929 92 9 m4 OF 80.9 
1930 87 6 109 2 80.2 
1931 70 10 88 6 80.0 
1932 68 3 8 8 79.7 
1933 67 6 86 0 78.5 
1934 co ¢ 89 68 T71 
1935 Th § 93 7 17.2 
1936 74 #5 95 0O 78.3 
1937 80 10 104 7 17.3 
1938 82 11 107 3 77.3 
1939 84 6 108 11 17.6 
1940 88 6 112 6G 78.6 
1941 93 11 im 6 6S 76.9 
1942 105 «63 a | 78.9 
1943 106 «65 1385 3 78.7 
1944 106 4 1385 O 78.8 
1945 107 8 1385 «68 79.4 
1946 116 «5 144 10 80.4 
1947 123 8 160 6 ye! 
1948 138 63 1744 «(1 79.4 














Source: Labour Reports. 

(a) 1914 as at 30th September; other years as at 31st December. 

(b) Skilled wage at each date = 100. 
recent war. It is important to notice that although the ratio is now 
higher than in 1914 there has been very little upward movement 
during the past thirty years; in fact the ratio is now lower than it 
was in the nineteen twenties. 

The static nature of the wage ratios as indicated in the above 
table seems to be mainly a by-product of certain principles which the 
Court has adopted in regulating wages, particularly in regard to the 








116 THE ECONOMIC RECORD JUNE 


adjustment of wages for variations in the cost of living.4 Ever since 
the historic Harvester Case of 19075 the Court (and other wage fixing 
authorities) has adhered to the practice of determining minimum wage 
rates by reference to a weekly standard or basic wage. This basic 
wage which is supposed to constitute a minimum living wage for a 
family unit of a given size, represents the legal minimum wage that 
may be paid to an ordinary unskilled adult male wage earner for a 
full week’s work. In adjusting wages for variations in the cost 
of living (as measured by movements in the retail prices index) the 
Court has endeavoured to maintain the real purchasing power of the 
basic wage. Marginal or secondary wages of varying amounts in 
excess of the basic wage are prescribed for various grades of skilled 
work as well as for certain other classes of work. In determining 
secondary wages the Court has endeavoured, having due regard to 
the capacity of industry to pay, to maintain as far as possible the 
old margins between skilled and unskilled rates. The secondary 
wage represents therefore more of a fair market rate than does 
the basic wage. In the early years of its operation the Court would 
allow margins in respect of mechanical skill only but since then it 
has adopted the practice of granting margins in respect of work 
requiring any form of skill, training, responsibility or physical effort 
on the part of the worker. Since most occupations require a certain 
degree of skill or training, thereby qualifying for a margin of some 
sort, the basic wage now constitutes one element only of the total 
wage of most workers but a much larger proportion of the total 
wage of the unskilled than of the skilled worker. Hence any 
variation of the basic wage without a proportional variation of the 
secondary wage would alter the ratio between unskilled and skilled 
rates. Thus to increase the basic wage in times of rising prices while 
at the same time leaving the secondary wage unchanged would depress 
relative margins for skill, whereas to decrease the basic wage alone 
in times of falling prices would have the reverse effect upon relative 
margins for skill. 

During the 1914-18 war and years immediately following it, 
rapid increases in price levels gave rise to numerous claims for 
increases in money wages. In dealing with these claims the Court 
adopted the practice of granting increases in the basic wage propor- 
tional to increases in the cost of living during the war period but it 
refused, on account of the abnormal economic conditions created 


4. For a fuller account of the principles and procedures adopted by the Court in 
regard to regulation of wages see H. B. Higgins: A New Province of Law and Order, 
especially Chapter I; O. de R. Foenander: Industrial Regulation in Australia, especially 
Chapters VIII to Xil; D. T. Sawkins: “The Effect of the Living Wage Policy on Wages 
for Skill,’””’ in The Economie Record, November, 1930, pp. 159-169; G. V. Portus: “Wage 
Fixation in Australia,” in The American Economic Review, Vol. XIX, March, 1929, No. 1, 
pp. 59-75; and E. M. Burns: Wages and The State. 

C.A.R., Vol. 2, p. 1. 
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by the war, to allow any increases in the secondary wage, and, as a 
consequence, relative margins for skill were substantially reduced 
over the period 1914 to 1919. The relative position of skilled wages 
recovered somewhat during the next two years as a result of the 
Court’s granting increases in certain secondary wages; for example, 
in 1921 the fitters’ margin in the metal trades was raised from 3/- 
to 6/- per day. in 1922 this margin was reduced to 4/- per day and 
in the same year the basic wage was raised by 3/- per week (‘‘ Powers 
3/-’’). These adjustments shifted the wage ratio again in favour 
of the unskilled during 1922 and 1923. Because of the operation of 
the system of automatic quarterly adjustments of the basic wage 
for variations in the cost of living® the fall in retail prices which 
occurred in 1924 lowered the basic wage thereby widening the relative 
margins for skill in that year. Prices and wages turned up again in 
1925 and continued to rise at moderate rates until 1929 so that 
there was little alteration in the wage ratio over this period. In 
1928 application was made again for increases in margins for skill 
but the Court declined to allow any such increases in view of prevailing 
uncertain economic conditions. From 1930 to 1933 the relative 
position of the unskilled deteriorated as falling prices effected auto- 
matic reductions in the basic wage while at the same time leaving second- 
ary wage unchanged. The general wage reductions of 1931 did not, 
of course, affect the wage ratio since these adjustments were applied 
to all wages on a proportional basis, namely 10 per cent all round. 
In 1934 the relative position of the unskilled deteriorated still further 
as a consequence of the Court’s decision to abolish the ‘‘ Powers 3/- 
loading’’ of the basic wage, while at the same time raising wages by 10 
per cent all round. Since then, however, the wage ratio has improved 
somewhat in favour of the unskilled on account of automatic increases 
in the basic wage consequent upon increases in the cost of living and 
the granting of an additional 7/- to the basic wage in 1946. Although 
the basic wage was augmented by a ‘‘prosperity loading’’ of 6/- 
(for Melbourne) in 1937 the effect of this increase on the wage ratio 
was neutralized by the granting of increases in the secondary wage 
in the same year. The granting of a special ‘‘war loading’’ of 6/- 
per week in certain industries in 1941 had the effect of increasing 
relative margins for skill in that year. The rapid rise in living costs 
since 1946 has induced substantial increases in the basic wage, but 
again the effects of such increases on the wage ratio have been offset 
somewhat by considerable increases in secondary wages during recent 
years. 


6. This escalator clause was first introduced by the Court in Decemter, 1919, when it 


~~ for annual automatic adjustments of the basic wage for variations in the cost 
of living. 
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If the foregoing analysis be accepted as reasonably representa- 
tive of the relation of unskilled to skilled wages in Australia as 
a whole it would appear that the system of wage regulation as it 
operates in this country has enabled the unions of skilled workers 
to maintain their positions in regard to relative margins for skill to 
an extent that has not been possible in most other socially advanced 
countries. This conclusion is of more than mere academic interest; 
it also has important implications as regards wage policy. It means 
that in considering the economic effects of a general increase in wages, 
the wage fixing authorities must take into account not only the effects 
of such an increase in the basic wage upon costs and prices; they 
must also consider the extent to which increases in prices will induce 
secondary increases in the basic wage, and the effects of these increases 
in the basic wage upon the traditional wage ratio. Should the present 
Union claim for a £10 per week basic wage be successful, unskilled 
rates would then be raised to about 85 per cent of skilled rates, but 
it would be indeed surprising if the unions of skilled workers would 
for long accept such a drastic distortion of ‘‘the wages line,’’ more 
especially in view of the fact that the Court no longer has direct 
control of the regulation of secondary wages.” 

D. W. OXNAM. 
The University of Western Australia. 


7. Since the introduction of the Commonwealth Conciliation and Arbitration Act 1947, 
the regulation of secondary wages of workers covered by Federal awards has been under- 
taken by the various Conciliation Commissioners who have been appointed under the 
authority of this Act. The regulation of standard hours of work, the basic wage and 
principles upon which it is computed, annual leave with pay, and minimum rates of pay 
for adult females in an industry still remains in the hands of the Court and may not be 
undertaken by the Conciliation Commissioners. 
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Statistical Techniques in Market Research. By ‘Robert Ferber 
(McGraw-Hill, 1949). Pp. 542. $6.00 


This is a remarkably good book! Economic statisticians have 
often suspected that the statistical procedures of the market research 
firms were crude, out of date, and not understood by the persons 
using them, and that most of their results were subject to a sampling 
bias that was considerable (and, perhaps for that reason) undisclosed. 
If Professor Ferber’s book, to any extent reflects the level of current 
technique, this suspicion -is definitely unfair; if it represents what 
an academic statistician, with an obviously close contact with the 
practical problems of market research, believes might be used, then 
there is every hope that the suspicion will be unfounded in future. 
Particularly is this true since, with very few exceptions, the author 
has been very successful in his attempt to ‘‘supply an up-to-date 
account of modern statistical methods in the simplest non-technical 
manner possible.”’ 

Certain points need specific mention. The clear explicit dis- 
tinction between population measures and sampling measures is 
very successful and refreshing. The -teacher of statistics in an 
Economies course will welcome the practical examples of analysis 
of variance techniques, and the discussion of sampling methods in 
general will be a good introduction for most non-scientific students 
to the more rigorous treatment to be found, for example, in Yates’s 
recent book. The discussion in Chapter IX, ‘‘Problems of Sample 
Bias,’’ of the practical difficulties of carrying out sample surveys 
in economic-social fields is also remarkably readable, and appears 
objective. 

The inclusion of a chapter on Sequential Analysis may perhaps 
reflect a too optimistic hope that this technique will be readily 
accepted in the market research—social survey field, and indeed 
there are few cases that spring to mind where the ‘‘acceptance- 
rejection’’ alternative exists here, but it is good to find a simple 
exposition of the methods in a form accessible to non-mathematical 
readers. Much the same may be said about the four-page treatment 
of Serial Correlation in the last chapter. While the final result 
is simply that if serial correlation is present then normal significance 
tests do not apply, it is difficult to say much more, but it seems doubt- 
ful whether any commercial firm would regularly meet this problem, or 
even if aware of it, refuse to give a definite answer to its client’s 
question. 


119 
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But if these are perhaps faults from the point of view of the 
audience to which its title directs the book they are advantages from 
the point of view of the students and teacher of economic statistics. 
The Bibliography, consciously emphasizing secondary but accessible 
sources, is admirable; and special commendation must be given to 
the ‘‘List of Formulas’’ and to the Tables (including such tables as 
Logs to Base e, the values a and b of sequential analysis, of are 
sin /p, and k for serial correlation, besides all the other standard 
statistical measures). 

The book cannot be recommended as a comprehensive text book 
for economists, for it naturally has its specific emphasis, but it must 
take its place as a supplementary text in all courses, particularly if 
a major proportion of the students are to find employment in market 
research fields. Professor Ferber and the publishers are to be con- 
gratulated on producing a major addition to the teaching library 
of the subject. 


R. 8. G. RUTHERFORD. 


American Transportation in Prosperity and Depression. By Thor 
Hultgren (National Bureau of Economic Research, Studies in 
Business Cycles, No. 3). Pp. 397. $5.00. 


This is not a study of transport as a general function of the 
economy, but a specialized analysis of railway operation and develop- 
ment. It is not a technical study, but is a statistical interpretation of 
all aspects of railway operation—volume of freight, passengers carried, 
extension of routes, building of locomotives and rolling stock, employ- 
ment, revenue and expenditure, operating costs—viewed as a composite 
index of changes in national prosperity. 

The author’s conclusions, are not limited to the economic history 
of American railways since his work is, in the end, cast somewhat 
in terms of general theory. The history of expansion and contraction 
in railroad activities between 1860 and 1938 is related, in the Wesley 
Mitchell manner, to the peaks and troughs of national welfare. The 
essay is analytical throughout, and the restraint of treatment recom- 
mends it at a time when much theory is divorced from reality. 

Wisely or not, at times the author is not above taking risks. In 
a hard-bitten chapter (XII) on future cycles, Hultgren commits 
himself to the view that ‘‘the procession of expansions and con- 
tractions will probably continue. Some people may believe that 
unbroken ‘full’ employment will be provided for the next decade 
or two, but the expectation seems optimistic.’’ Again, ‘‘the com- 
mercial conquest of the sky will not suppress expansions of surface 
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carriage during any period we need consider’’; or, ‘‘radical changes 
in the institutional and technological background, such as govern- 
ment ownership of transport or a revolutionary development of 
atomic power, would permanently alter... . the cyclical process.”’ 
Or, even braver prediction, ‘‘although the prices of railway services 
may fall somewhat and revenues may therefore not grow as much 
as traffic, the increase in aggregate costs (even before depreciation) 
will be even smaller.’’ 

In an analysis which assembles all the experience of railways 
in U.S.A. as the basis for expectation, Hultgren examines all the 
factors thoroughly. He is, naturally, mainly concerned with both 
the long-term and short-term relation of prices to costs. The inter- 
action of unit costs, prices, sales and profits, the deep-seated changes 
now taking place in the railway industry, and its endurance in the 
face of new and aggressive forms of competition compose one of 
the most challenging and vital of economic problems, either to the 
student or to the technical expert. It is in this part of his assigned 
field that the author has done the most valuable part of his work. 

It would be wrong to say that Hultgren is equally convincing 
at every point in his study; but much Australian reluctance to accept 
his conclusions may spring from experience of socialized transport 
in contrast with the initiative of free enterprise. Even in the 
behaviour of costs and prices, however, there is apparently room 
for a lot of reconciliation in both financial theory and practical 
operation. When that is said, however, most critics will admit that 
the author of this work has produced a timely study, which is at 
once penetrating and constructive. How far the promise of develop- 
ment and dividends which Hultgren sees in the future of American 
railways are likely to be matched in Australia is a question which 
needs far more room and time than this review affords. 


G. L. WOOD. 


Manufacturing Business. By P. W. S. Andrews (Macmillan and Co., 
1949). Pp. xviii + 308. 15/- stg. 


This study is the outcome of some industrial research which has 
been proceeding at Oxford. The research involved detailed investi- 
gation of the operation of selected firms in the industries which were 
being studied. After a large amount of detailed data had been collected 
it was necessary to outline the general picture of business behaviour 
which the investigators had formed, and this book provides this 
general picture. There is not a mass of detailed descriptive material, 
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but rather a theory of the manner in which a business is operated 
and of the problems which must be faced by the business man. 

The analysis does not proceed in terms of marginal costs and 
marginal revenue curves which we meet in most of the economic 
theory relating to this topic. The writer aims to present the 
reasons which the business man gives for his behaviour, and the 
main problem is to find the right price by adding to average direct 
cost the proper margin to cover overhead and profit. The argument 
is very closely linked with the concepts which we meet in accounting 
literature, in fact the second chapter (‘‘The Reckoning of Business 
Income’’) is an explanation of the meaning and purpose of the main 
accounting reports which are used. 

Some points emphasized are not met very often in economic 
theory. It is claimed that business men attempt to arrange the scale 
of their plant so that its capacity is greater than the output which 
they expect to produce. In this way they make sure that any 
extension of business can be made without waiting for new plant 
to be produced and without making costly rearrangements to the 
lay-out of the factory. Because of the reserve capacity the business 
will not normally be operating at outputs where average short- 
term cost is rising. 

In the treatment of long-term costs he stresses the idea of ‘‘levels 
of management.’’ There are different types of management techniques, 
some suitable for small outputs and some for large outputs. The 
recognition of this fact is thought to throw doubt on the U-shaped 
long period cost curve. At a very large scale of output management 
becomes a routine, and the average cost of production then becomes 
fairly stable. In most economic theory the rising branch of the long 
period cost curve is thought to result from the increasing difficulty 
of management. Whether or not we agree with Andrews on this 
question, the idea of levels of management is one which deserves 
our consideration. 

On the marketing side, Andrews thinks that the monopolistic 
competition theories have given us a picture of the business world 
which does not do full justice to the competitive nature of business. 
Product differentiation may be important for firms selling to the 
final consumers, but it does not have much effect when the customer 
is another firm which is buying intermediate goods. Furthermore, 
any advantage of this type is a short-term advantage, and the 
business man must allow for the entry of new firms to the industry 
if he is using a profit margin very much above their margin. Even if 
the capital outlay is so great as to prevent the rise of completely 
new firms, there is still a source of competition in the existing 
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firms which at present produce other goods but which could easily 
adapt their equipment to produce the good in question. 

The book gives a fairly systematic account of the way a business 
man would describe his actions and of the reasons he would give 
for them. Although it does not make the usual profit maximization 
analysis out of date, it contains some pertinent comments on part 
of the theory which is widely used to-day. 

S. S. MeBURNEY. 


Changes in the Cost-of-Lwing and the Distribution of Income since 
1938. By Dudley Seers (Oxford University Institute of Statis- 
ties). Pp. 84. 6/- stg. 

This book brings together five papers by Mr. Seers which have 
been published previously in various issues of the Bulletin of the 
Oxford Institute of Statistics. The publication in its present form 
consists of eighty-four pages of tightly compressed analysis and 
interpretations of data on current social and economic questions in 
Great Britain. 

The original intention of Mr. Seers’s work was to find suitable 
price indices for deflating wages and other forms of income so as 
to estimate the changes in the real incomes of various social classes and 
in their shares in the net national product. This latter analysis is 
contained in the fourth essay, ‘‘The National Product Before and 
After the War,’’ in particular section 3 of that essay. There Mr. 
Seers finds! (a) that allowing for changes in the original pre-tax 
incomes, changes in taxation structure and changes in the price 
structure, there has been a considerable increase in the working class 
share of total private income; and (b) considering income per head, 
that the greater equality of distribution and levelling of living 
standards is due more to fiscal changes, including subsidy policy, than 
to fundamental changes in the proportions going to different types 
of income (p. 65). Note that ‘‘this implies that the redistribution 
could also be largely reversed by fiscal means.’’ 

While the foregoing analysis utilizes some of the results of the 
earlier essays, the latter, in the extended form in which they appear 
in the present work, are not merely subsidiary, but are interesting 
and significant analyses in their own right. Thus the first essay is a 
detailed inquiry into the working-class share in pre-war consumption. 
(The ‘‘ working-class’’ throughout the book refers to all wage earners 
and non-manual workers with salaries of less than £250 per annum 


1. See and compare the tables showing the proportions iin the various categories, 
“rent, interest and profits,” “salaries,” ‘‘wages,” etc., of pre-tax income not allowing for 
price changes (p. 62), post-tax income not allowing for price changes (p. 63), and the 
implied similar table, post-tax income allowing for price changes (p. 64). 
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in 1938, including dependents (p. 5). The remainder of the popu- 
lation is designated ‘‘middle-class.’” The author is aware that there 
is, under this head, a very mixed collection ‘‘ranging from farmers 
struggling for a bare existence, to millionaires’; at various points 
he attempts a meaningful break down of the wider category.) His 
findings giving the proportions consumed by the working class of 
the various categories of consumers’ goods and services (‘‘food,’’ 
‘*aleohol,’’ ‘‘tobacco,’’ ‘‘household durables,’’ ‘‘ housing,’’ ‘‘motor- 
ing and travel,’’ ete.), are summarized in the table on p. 7; and 
for purposes of comparison with these results, the working-classes 
are estimated in Appendix A of this essay to form 80-85 per cent 
of the whole population. Admittedly the figures given are little 
more than broad orders of magnitude; they are nevertheless worth 
while as presenting a picture of the working class share of con- 
sumption in a modern industrial society. 

The second and last essays, taken together, present a penetrating 
discussion of the British Ministry of Labour’s Interim Index of 
Retail Prices (June 1947 = 100). Over the period October, 1937, to 
July, 1938, the Ministry of Labour in Britain collected a number of 
representative working-class household budgets, to determine the pre- 
war distribution of working-class expenditure. (See Ministry of 
Labour Gazette, December, 1940, and January, 1941.) If Wi denote 
the expenditure on the i** commodity or service, so:determined, then 

Wi = pizgqizg 
where pigg refers to the price of the commodity or service over the 
period, and q's3g the quantity consumed. When the Ministry con- 
structed the Interim Price Index in 1947, it determined the weights 
from the results of this survey of 1937-38 by multiplying the Wi 
by the price change between 1937-38 and June, 1947; that is, the 
weights were : 





i 
wi = Wi oa Piarq'ss. 


38 
Now the Ministry claimed that the information available on the 





i 
relative price changes, 2 a , was sufficiently accurate to provide 
8 


3 
‘*broad estimates’’ of the w’s, but not to construct the index number 
for June, 1947. 


=W w () _ 2938Pa7 
= 2438P38 


= the I of Seers’s equation 
(2), p. 20. Such an index would have been desirable to 
measure the increase in the working-class cost of living, since in- 
vestigation revealed that, even allowing for rationing, a weighting 
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system based on the q’s determined by the 1937-38 survey, would 
still have been appropriate in 1947.2, But on the basis of the above 
claim, the Ministry suppressed what appears to have been reasonably 


accurate estimates of the relatives, Pa , and hence of I. The Ministry’s 
"38 


estimate of I, Mr. Seers’s estimates at between 161 and 162 (see Appen- 
dix B to the second essay), so that it is putting it mildly to say that 
the Ministry ‘‘seems open to criticism’’ in continuing to publish in the 
early months of 1947 the old cost-of-living index which showed an 
increase of but 29 per cent for the same period, without stating that 
an increase over twice as great had been derived by using a much more 
realistic weighting system . 

However, as Mr. Seers points out (p. 22) it is possible to splice 
the Interim Index to the index number for June, 1947, using the 
weights based on the 1937-38 budgets. It is clear from the above that 
the Interim Index is constructed according to the formula 


zw _ - =938P 0 
“Sw Ss8P41’ 


where De refers to prices in some period subsequent to June, 1947. But 


__ 2938P oc — index for period « on base 1937-38, using budget weights 
XQs8P38 


__ 2938P 24ssPa7 

~ XqsePar 2Q38P38° 
the right hand side being the product of the Interim Index and the 
June, 1947, index number (= 161). The index on the left is being 
published regularly in the Bulletin of the Oxford Institute. 

There is evidence of careful and painstaking research on every 
page of this interesting and informative book. While its chief merit 
is to be found in the provision of much needed data on current prob- 
lems in Great Britain rather than in permanent contributions to 
statistical methodology, it is important also in presenting a picture of 
the major social and economic trends of our times. 


H. R. EDWARDS. 


I.L.0.: Coal Mines Committee: General Report, 1949 (Geneva, 1949). 
Pp. 208. 6/3 stg. 


This report contains three sections. The first is merely an 
account of the measures taken by the I.L.0. to carry out the studies 
and enquiries suggested by the Coal Mines’ Committee. Next we 
come to a discussion of measures taken by governments and the 


2. See the last essay of the present work, “Is there Bias in the Interim Index of 
Retail Prices?” 
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leaders of the industry in the leading coal producing countries of 
the world. Here we find that, except in Australia, the problem 
of man-power is receiving a great deal of attention. In practically 
no country is the amount of labour entering the industry sufficient 
to meet the demand; almost everywhere has the state tried to 
recruit labour by special inducements in the form of increased rations 
or other privileges and by special training courses. In some cases 
compulsion has been used, eiher as a substitute for military ser- 
vice, or by the continued use of prisoners of war. The results on the 
whole have been satisfactory, and it would seem likely that greater 
attention to the problems of recruitment and an extension of the 
system of technical and vocational training of labour would benefit 
the industry in this country. Similarly in its projects for improving 
the housing of miners Australia has lagged behind other countries. 
Granted it is less urgent here; but everything connected with coal- 
mining is so tremendously important at the present time that it is 
disappointing to find so little being done in these directions. 

The final chapter of the report summarizes the position of the 
industry to-day. There has been a great drive in all countries for 
increased production, as a result of which though ‘‘coal is not yet 
plentiful in all parts of the world .. . the terrible shortage . . . is now 
disappearing, and with it will disappear the threat of paralysis to 
certain national economies.’? Compared with 1937 European pro- 
duction has fallen from 580 million tons to 460 million tons; a world 
increase of 4 per cent is due to North American production rising 
from 463 million tons to 626 million tons. But meanwhile world 
population has risen by 9 per cent; industrial development, higher 
living standards and full employment policies have raised total 
demand; the disappearance of Great Britain and Germany as coal 
exporters, which together provided two-thirds of the world coal 
exports before the war, has for the time being disorganized supplies. 
If their industry gets back to pre-war conditions the problem of 
surplus capacity may once again be with us, and a careful and interest- 
ing analysis of the position in Germany suggests that recovery there 
is now well on the way. Meanwhile the demand for coal is adding 
its quota to the dollar shortage, and every country in the world is 
feverishly struggling to increase its own output by greater mechani- 
zation and efficiency. ‘‘The coal mining industry has rarely known a 
period of such intensive technical curiosity . . . It may be accounted 
for partly by the need for more coal, and partly by the fact that, 
since most national industries are making important investments 
of new capital, each one intends to derive the maximum benefit from 
the latest technical improvements.”’ 


A. G. L. SHAW. 
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Japan’s Textile Industry. By John R. Stewart (Institute of Pacific 
Relations, International Secretariat, New York). Pp. iv + 82. 
$1.25. 


This mimeographed book is divided into six chapters, the last 
one of which is a conclusion to the whole work. In addition there are 
two appendices, one of tables, the other on the textile industry in 
the countries of South-East Asia. 

The textile industry in Japan employed over one million workers 
in 1937, or 33.5 per cent of factory employment in the country. The 
value of the product of over 28,000 textile factories was more than 
4,240 million yen. The war reduced textile production to 4.5 per 
cent of what it was in 1930-34, and the first concern of the occupation 
authorities was the rehabilitation of the industry. The first ship- 
ment of raw silk left Japan in March, 1946, and the first imported 
raw cotton arrived in June. Failure of the American market to 
absorb the expected amount of raw silk, and exchange difficulties 
together with short supply of raw cotton, made a general recovery 
very slow and difficult. By April, 1948, there was an accumulation 
of 481 million yards of cotton goods, but subsequent relaxation of 
exchange control allowed a substantial reduction in this quantity. 
By June, 1948, the output of cotton fabrics reached 17.7 per cent 
of the mean monthly output for 1937 (rayon fabrics 28.0 per cent, 
woollen yarn 43.9 per cent, rayon staple 24.6 per cent). General 
difficulties are shortage of coal, restrictions on the use of electric power 
(partly eased now) and shortages of dyes and other chemicals. Labour 
is no longer plentiful because living is less difficult in the country 
than in the cities. 

Chapter iI deals with cotton, and among other items discusses 
the allocation of imports, at present 40 per cent American, 40 per 
cent Indian, and 20 per cent from other sources. The short Indian 
cotton blends very well with the longer American staple. The chief 
normal destination of fabric exports is Indonesia and India, but in 
1947 substantial amounts were sent to the United Kingdom and to 
Turkey, Sweden, Siam and the Sudan. The industry is handicapped 
by the great reduction in the number of spindles, which numbered 
3,177,000 in May, 1948, as against over 12,000,000 in 1937. The 
chapter also discusses economic and political factors. _ 

Chapter III discusses the situation of silk—the war had reduced 
mulberry acreage to 34 per cent of the normal, cocoon production 
to 28 per cent, and raw silk production to 17 per cent. The industry 
is now being rehabilitated, but it proved to be more difficult to export 
than was anticipated, and plans had to be revised accordingly. 
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Chapter IV deals with rayon, a product that suffers from lack 
of spindles and total absence of modern machinery. Any future 
plans must consider these basic shortcomings first. 

Chapter V discusses the wool industry, which lost 80 per cent 
of its spindles by the end of the war. Japanese industry started 
after the war on South African wool, because of the restrictions 
placed by Australia on her exports to that country. The future 
programme would require an import of 665,000 bales of raw wool 
a year, 221,300 bales being used for export goods. The fact that 
most of the exports should be of fine wool makes the realization of 
the programme difficult, fine wools being scarce and dear at present. 

The detailed statistics in Appendix I and the survey in Appendix 
II (prepared originally for the U.N. Economic Commission for 
Asia and the Far East) are very useful and contain material not 
easily available anywhere else. . 


J. GENTILLI. 


Industrial Profits in India. By M. C. Munshi (Research Department, 
Federation of Indian Chambers of Commerce and Industry, 
New Delhi, 1948). Pp. 326. Rs 15/-. 


This is a statistical analysis of the profits of industrial firms 
in India over the period 1936-1944, as a basis for an indicator of business 
activity and for showing the trend of corporate earnings. 

Net profits are defined as ‘‘the amount arrived at after deducting 
from the gross receipts, depreciation and other charges such as 
establishment expenses, interest on debentures and tazes, but including 
dividend payments, allocations to reserves and other savings and 
carry-forward—at the same time excluding managing agent’s com- 
mission and allowances, bonus to staff and items of an intangible 
nature which are written off, e.g., charities.’’ A brief survey of the 
concept of profits in economic theory is made, and it is pointed out 
that the net profits as defined for purposes of this investigation con- 
stitute ‘‘a conglomerate of Normal Profits as well as Pure Profits.”’ 
The financial information is derived from published accounting reports 
of industrial companies and some of the limitations attaching to these 
reports are pointed out, indicating the difficulties in such an enquiry. 

The period of the investigation falls into three fairly well- 
marked divisions, the pre-war years, 1936-39, the early war years, 
1939-41, and the ‘‘real war boom,’’ 1942-44. The seven major 
industries in the country are covered, the companies relating to 
which data are examined being 71 cotton textile mill, 60 jute mill, | 
54 coal mining, 48 sugar mill, 8 paper mill, 2 iron and steel, and 2 | 
cement; in each category the major part of the industry is represented. 
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Each of these industries is conscientiously examined in detail 
with a wealth of financial data, and a eritical review is made of 
conditions affecting the industry during the period selected; various 
relationships of profitability (such as profits to sales, profits to 
capital employed) and of financial status (reserves, provision for 
taxation) are presented. 

For any person who is concerned with the investment in Indian 
industries, either as a commercial, an economic, or an academic 
matter of interest, this study should prove a very useful source of 
information for the period covered. 

L. GOLDBERG. 


Political Economy in Australia. Historical Studies by J. A. La Nauze 
(Melbourne University Press, 1949). Pp. 136. 9/6. 


In 1818 M’Culloch wrote: ‘‘Such of our readers as take any 
interest in the progress of the science of Political Economy, or have 
attended discussion on the Corn-Bill and the State of the Currency, 
cannot be unacquainted with the merits and writings of Mr. Ricardo.’’ 
The same can be said of the author of this book. He is well known 
in academic circles in Australia, as a writer and reviewer for this 
journal, and as a valued member of amateur societies discussing the 
modern equivalents of the Corn-Bill and the State of the Currency. 
There is no real need for the friends or enemies of this author to read 
a review of his book: they may buy it confident that their best and 
worst expectations will be realized. 

For those who have never read any of Professor La Nauze’s 
writings something more must be said. The book consists of four 
essays or studies. The first of these, ‘‘The Nineteenth Century,’’ 
is an excellent summary of economic thinking and writing in 
Australia, sometimes about Australian conditions, during the century. 
This fits in with the intentions as set out in the Introduction—to pro- 
vide a background study, which can be used by some later historian of 
Australian political economy of the twentieth century. But when 
one has read this carefully the conclusion is clear: Australian 
political economy in the nineteenth century is of little significance, 
and what is said here, and in other places referred to, is adequate and 
final. How, then, can the author proceed with his task of preparing 
the ground for later writers when he has already done it? By adopting 
his own favourite technique for discussing economics: in terms of 
‘characters’? and atmosphere. So he selects three economists— 
Jevons, Hearn and Syme—at a selected stage of their development and 
in a particular phase of their interests, and proceeds to give us 
literary studies of them under these conditions. Knowing that this 

E 
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author regards the literature of political economy as a rather curious 
branch of general literature, finds it difficult to remember at times 
that economics is really serious, and that he has a particular talent 
for uncovering smugness and the element of humbug in character, 
anticipations are not disappointed. 

His particular technique of working may be contrasted with that 


of Keynes in this field of biography. Whereas Keynes used bold - 


strokes to paint his canvas, using imagination as freely as sources 
in some instances, La Nauze’s technique is the painstaking collection 
of evidence from every available source and the pointillistic assembly of 
this to build up slowly but surely a picture full of character and 
atmosphere. Some readers will be irritated by the method, but few 
should quarrel with the excellence of the result. 

Of the three essays which are concerned with character and 
atmosphere I like best ‘‘Hearn and Economic Optimism,’’ and then 
‘‘David Syme.’’ The other one, ‘‘Jevons in Sydney,’’ is in some 
measure an inductive proof of a brilliant deduction by Keynes, who 
said in his essay on Jevons that he believed Jevons’s Australian 
work and thought to be his most brilliant. This could be accepted 
without such a display of evidence as is given. 

The essay on Hearn is built around the theme that in political 
economy ‘‘Hearn picked few holes himself; but he did, as it were, 
build with holes. His book is something like Johnson’s definition 
of a net: a ‘thing made up of interstitial spaces’.’’ (p. 80.) Obviously, 
Hearn is a minor but definite character. His rather discreditable 
treatment of Rae is exposed, although here the virtuosity of detection 
does not quite reach the levels of that in a Note on ‘‘A manuscript 
attributed to Adam Smith.’’ Hearn’s views on competition are set 
out and a most juicy extract from Plutology given (on p. 78). Reading 
this, one can imagine that Marshall’s trees of the forest grew from 
the same soil as Hearn’s weak and strong grasses. 

The case study of David Syme gives to ‘‘the general student, 
unconcerned with the often sordid and always provincial politics 
of nineteenth-century Victoria . .. a useful opportunity for testing 
theories of the relation of environment to economic speculation”’ 
(p. 98). This study of Syme is of one aspect of his work, just as the 
other studies are of their subjects, and makes interesting enough 
reading but is rather more intended for the specialist in economic 
history. 

The book contains three bilbiographies relating to the writing 
in Sydney of Jevons; to Hearn’s works, with notes on the title and 
adventures of Plutology; and to Syme’s writings. Students should 
be grateful for the existence of these, since they reduce by three the 
number of irksome tasks to which they might be assigned in their 
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study of Australian economic history and political economy. The 
printing, layout and general production are good. The eagle eyes 
of the proof reader have done excellent service in a manuscript beset 
with traps. But does not the curious use of ‘‘Governor-General,”’ 
on p. 28, line 5, deserve a note, where one more or less would not be 
noticed, or is this a deliberate trap for the ignorant reviewer who 
would be delighted to catch out a scholar of such high merit? 


CYRIL RENWICK. 


Mill’s Utilitarianism. Reprinted with a study of the English 
Utilitarians. By John Plamenatz (Basil Blackwell, Oxford, 
1949). 10/6. 


Mr. Plamenatz treats utilitarianism as being above all a theory 
of morals, and he traces Bentham’s utilitarian ethics back to its 
sources in British thought. He places much less emphasis than 
Halevy on the influence of Continental thinkers, with the obvious 
exceptions of Helvetius and Beccaria. He distinguishes utilitarianism 
(i.e., the doctrine that the greatest happiness of the greatest number 
is the measure of good) from egoistic hedonism (i.e., the doctrine that 
the individual’s pleasure is alone desirable or is what men call good). 
He argues that some utilitarians, e.g., Bentham and James Mill, tried 
to combine both doctrines but that the two are nonetheless distinct 
and indeed incompatible. 

This distinction is a very important one, but it is somewhat 
misleading as it stands. Bentham and his followers had very good 
reasons for trying to combine egoism and utilitarianism. Their 
defence of utilitarianism depended on egoist assumptions, however 
inadequate these may have been for the purpose. For example, in 
order to establish their vital proposition that only happiness is 
desirable (‘‘good’’) they were forced to state their position in 
egoist terms in order to give it some plausibility. Mr. Plamenatz 
is therefore too lenient to the utilitarian philosophers in suggesting 
that the utilitarian and egoist strands in their thought can be 
separated. If one takes away the elements of egoism there is almost 
nothing that can be said in support of utilitarianism as a philosophic 
theory. 

The major part of Plamenatz’s study is devoted to the utilitarian 
ethic, but in his summoning up of ‘‘The Utilitarians’’ (Ch. IX) he 
makes a point that is often neglected by the commentators. The 
utilitarians tried to formulate in terms of their psychological theories 
a theory of society: they were attempting to show that society and 
social organization were built up out of the interests of individuals. 
The famous problem of the artificial or the natural identification of 
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interests was important not only because it raised the question of how 
the interests of governors and governed were to be made identical, 
but because the existence of society itself was at stake. 

Plamenatz does not discuss this point at any length, but it is 
clear now that the utilitarian’s theory of society has collapsed. 
This collapse presents further difficulties for utilitarian ethics which 
placed the individual and his experience in a central position. It is of 
some significance, moreover, for economists, because the theory of 
value has been built up on individualist assumptions about market 
organization. The importance of the social theory of the utilitarians 
might have been discussed at greater length by Mr. Plamenatz in his 
section on the Classical Economists, for it became deeply rooted 
in orthodox economic thought. 

L. J. HUME. 


The Social Problems of an Industrial Civilization with an Appendix 
on the Political Problem. By Elton Mayo (International Library 
of Sociology and Social Reconstruction. Routledge and Kegan 
Paul Ltd., London, 1949). Pp. xvi + 148. 12/6 stg. 


The death was reported recently of Elton Mayo, an Australian, 
who some years previously had resigned his position as Senior Professor 
in the Department of Industrial Research at the Harvard School 
of Business Administration. One would like to welcome this reprint 
of his latest book, which is certainly useful so far is it draws attention 
to his Department’s work. The author fails, however, to say any- 
thing new or helpful when he turns to the larger problems con- 
fronting society. The main reason is that he ceases to adopt scientific 
standards of accuracy, as witness the following statements: ‘‘The 
so-called social sciences . . . do not seem to equip students with a 
single social skill that is usable in ordinary human situations”’ 
(p. 19). ‘‘Our international troubles are unquestionably due to 
the fact that effective communication between different national 
groups was not accomplished even at Geneva’’ (p. 21). ‘‘For all 
of us the feeling of security and certainty derives always from 
assured membership of a group’’ (p. 67). 

It is not surprising that the writer should make some pleasantly 
rude remarks about students of the social sciences who write books 
about other people’s books and elaborate theories without first-hand 
knowledge of life. The average undergraduate, in Mayo’s opinion, 
is definitely harmed by studying such theories; he has no chance to 
acquire useful aptitudes except in the course of his extra-curricular 
activities. Such charges are hardly worth taking seriously unless 
accompanied by detailed suggestions as to which branches of social 
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theory should be rejected and how existing curricula should be 
revised. It is true that universities can foster intellectual pride and 
an absurd attitude to the layman. Both these traits hamper the 
growth of the social sciences, especially the younger ones; your 
reviewer thoroughly agrees with Mayo that more attention should 
have been paid to Chester Barnard’s very unacademic book, The 
Functions of the Executive. But the test case, surely, is the reception 
given to the General Theory of Employment, Interest and Money. 
Though the reasoning at vital points is open to criticism, and Keynes 
shows a surprising ignorance of the work of his predecessors and 
contemporaries, almost all academics have seen these faults in their 
tr’ 2 and trifling proportions. 
KENNETH RIVETT. 


Monetary Management. By E. A. Goldenweiser (Committee for 
Economie Development and Research Study—McGraw-Hill). 
Pp. xiv + 175. $2.75. 


Along with other constructive critics of the American economy 
Dr. Goldenweiser, who for twenty years was Director of Research 
and Statistics of the Federal Reserve Board, emphasizes the im- 
perative need for the maintenance of economic stability. And he 
further says, ‘‘It has become the duty of monetary management 
in this country to strive for economic stability not in the United 
States alone but throughout the world.’’ That is the concluding 
remark of a very brief but clear cut study of central banking 
principles, practices and difficulties as they are shown in the American 
system. Second year students in particular, in Australia and New 
Zealand, should find it an admirable book to use with their standard 
texts, which deal in the main with the British system of central bank- 
ing and monetary control. 

The text itself consists of 102 pages only, clear and attractive 
in print and in its presentation of the few graphs and tables used. 
In discussing the role of money in the economy Dr. Goldenweiser 
adopts a definition which includes time deposits in money, maintaining 
that the counterpart to credit policy is provided by currency in 
the hands of the public plus both demand and time deposits. A study 
of the ‘‘ volume, availability and cost of money’’ follows, with reference 
to present ideas about the function of the interest rate as a regu- 
lating factor in finance and business. The argument continues 
with a discussion of the role of monetary authorities and actual and 
desired differentiation of function between the Federal Reserve and 
the U.S.A. Treasury. An analysis of the monetary mechanism traces 
the development of powers and attitudes of the Federal Reserve 
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through the changeful times of the "twenties, the early ‘thirties, the 
New Deal and World War II. A marked feature was the increased 
use of power to vary reserve requirements and the recent suggestion 
that, to avoid deflationary pressure when all that is required is a 
check to expansion, altered reserve ratios might apply only to deposits 
created after the date at which legal requirements were changed. 
Two interesting and difficult factors in the recent situation have 
been the relation to the possibilities of open market policy of the 
larger holdings of government securities by member banks, a product 
of war finance; and the continued increase of reserve money held 
by the member banks on account of the inflow of gold from abroad. 
An interesting discussion deals with the possible ways of handling 
this delicate situation and with the new powers for which the Federal 
Reserve asked legislation. 

By no means the least useful part of this book, to interested 
general reader or to student, is the Appendix. It consists of a 
reprint of five chapters of an official booklet (for which the same 
writer was responsible) on the Federal Reserve System: Its Purposes 
and Function. A very clear explanation is given of the creation of 
money, relations between the Federal Reserve and Member Banks, 
control by discount and open market policy, variations of reserve 
requirements, control over stock market and consumer credit, and the 
relation of the Federal Reserve to the flow and ownership of gold. 

The foreword by the Research Director of the Committee for 
Economic Development states that this book is a preliminary appraisal 
—a predecessor to a larger volume. In the meantime anyone who 
wants a brief account of how the American monetary system is 
controlled is provided with an exceedingly clear and attractive 
one. 

G. C. BILLING. 


Monetary Theory and Fiscal Policy. By Alvin H. Hansen (McGraw- 
Hill Book Co., New York, 1949). Pp. x + 236. $3.00. 


In this, one of the Economics Handbook Series edited by Professor 
Seymour Harris, Professor Hansen sets out to fill the need for a 
‘‘comprehensive volume on modern monetary theory.’’ He com- 
mences with some: tables of statistics of money and income covering 
periods ranging back to 1800, followed by a sketch of the development 
of monetary institutions in the United States. A discussion of the 
Quantity Theories of Hume and Marshall leads on to the Keynesian 
theory of income determination and the rate of interest. The views 
of Tooke, Wicksell, and Aftalion, are outlined by way of introduction 
to the ‘‘income theory’’ of prices. After a review of the literature 
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dealing with the relationships existing between costs and output, 
wage rates and employment, and money supply and the upper 
turning point, a final chapter ranges over ‘‘International Monetary 
Developments,’’ from the gold standard to the I.M.F. and the ‘‘dollar 
shortage.’”’ 

This blend of figures, history of thought, and theory is not 
altogether a happy one. To approach a concept such as liquidity 
preference by first erecting and then demolishing a straw man 
labelled ‘‘the crude quantity theorist’? seems likely to confuse the 
beginner; yet the treatment is insufficiently rigorous for the more 
advanced student. One might ask, too, whether it is useful to reduce 
to a single curve the long chain of causation that links the quantity of 
money, through liquidity preference, the rate of interest, the schedule 
of marginal efficiency of capital, the level of effective demand, and 
the supply schedule and money wage rates, to the level of prices. 
And why apply the overworked ‘‘elasticities’’ to price as a function 
of the quantity of money, price as a function of effective demand, or 
effective demand as a function of the quantity of money, when at 
best the curves describing such relationships must be regarded as 
fluctuating in position and uncertain in shape? Surely nothing is 
lost by substituting ‘‘an increase in effective demand would lead 
to a proportionate rise in prices’’ for ‘‘the elasticity of prices with 
respect to effective demand would be unity.’”’ 

In discussing the relative roles of fiscal and monetary policy 
Professor Hansen develops an interesting hypothesis. Having already 
pointed to the sustained rise in the ratio of deposits with the bank- 
ing system plus currency to the national income, he asks us to 
assume a secular trend which doubles real income in 25 to 30 years. 
Maintenance of the existing money/income ratio and current price 
levels would then require an increase in the liabilities of the banking 
system of $100 billion. In these circumstances, what would be the 
nature of the corresponding assets held by the banks? 

Over the period 1920 to 1947 $66.8 billion, out of a total increase 
in bank assets of $80.2 billion, consisted of Federal Government 
securities. With only $60 billion of marketable Federal securities 
now held outside the banking system, Professor Hansen foresees the 
time when economic progress will be imperilled for lack of an 
“appropriate’’ supply of money. He therefore issues a warning 
(page 197) to those who ‘‘would like to wipe out the debt over the 
next 25 years, without giving a thought to the effect of such action upon 


| our money supply.’’ 


This conclusion, however, can hardly be said to introduce a new 
principle into the discussion of Government budgets. For one might 
hazard the guess that, if Governments do ever reverse recent trends 
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and provide us with too few liquid assets, a banking system determined 
to furnish the necessary finance for private capital expenditure would 
find a way out by widening its categories of acceptable assets, perhaps 
to include the large volume of first-grade corporate and public utility 
bonds. 

R. CAMERON. 


Post-War Monetary Plans and Other Essays. By John H. Williams 
(Basil Blackwell). Pp. viii + 395. 16/-. 


The author is Professor of Political Economy at Harvard and 
also Economic Advisor to the Federal Reserve Bank of New York. 
The essays reflect abundantly the practical viewpoint and sound scepti- 
cism of assumptions of theories that derive from a long and varied 
experience. 

The critical essays on Keynesian theory and International Trade 
are of great value in challenging the assumptions and conclusions and 
stressing the importance of historical analysis. Practice and policy 
precede necessarily the formulation of theory. The force and clarity 
of expression and compression of thought achieved are sure evidence 
of shrewd analysis based on breadth of experience. 

The post war essays are a valuable selection revealing the course 
of American ideas on monetary problems and policies both internal 
and international. Their usefulness is increased by inclusion of 
earlier essays on the post depression years. The range of subjects 
is too great for detailed criticism—they necessarily give the American 
angle—but they will increase in importance as the years go by to 
those wishing to study the course of ideas. The appendix giving the 
author’s evidence before the Senate Committee on the Bretton Woods 
Agreement Act is an excellent example of the reactions of politics 
and economics. One wonders whether or how far the practical 
economist succeeded in enlightening the committee. It is a valuable 
collection of the thought of two decades, correlated and indexed. 


K. M. DALLAS. 


Inflationary and Deflationary Tendencies (United Nations). Pp. 52. 
$0.40. 


This book is a study of inflation in the post-war world. The 
authors have applied the effective demand technique to reduce the 
huge mass of material at their disposal to a related coherent whole. 
They distinguish three types of inflation: 


(a) inflation with full employment and transfer of income from 
wages to profits; 
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(b) inflation with a fall in real income and not necessarily 
accompanied by full employment; 
(c) hyper-inflation. 


The study is basically objective but for a world in which the 
virtues of price control are still hotly argued there are implications 
for government policy. Comparison is facilitated by the threefold 
division of commerce into those with no effective comprehensive ration- 
ing and price control system, those with such controlled economies and 
those which decontrolled during the post-war period. 

There is a most impressive collection of figures showing price 
and income trends in all the major countries in the world—figures 
which would otherwise be unobtainable or only obtainable in scrappy 
and unrelated form. The information supplied could be used for many 
enquiries into particular problems. 

The compact presentation is based on the familiar four components 
of national income. I feel, however, that the theoretical sections while 
not attempting to break fresh ground or to solve more difficult 
theoretical problems, are still addressed too much to the academic 
economist. These sections are too condensed to be of value to many 
people who have a vital interest in the implications of the figures 
but who nevertheless have not the economic background to under- 
stand the figures without a more simplified or detailed preliminary 
explanation. 

The use of the ratio of net non-consumption payments (private 
investment, export surplus and government deficit) to income in 
the descriptive part of the book is not entirely satisfactory. The many 
variables ought to be treated separately to make a clear explanation; as 
for example, the chapter on China, in which the ratio is not used. 


J. DRAKE. 


Shadows of Hyper-inflation. By S. K. Muranjan (Bombay, Hind 
Kitabs Ltd.). Pp. 59. Rs 2. 

Post War Inflation in India—A Survey. By N. V. Sovani (Gokhale 
Institute of Politics and Economics, Poona). Pp. xiv + 92. (A 
full list of the Institute’s publications is included.) Rs. 5 or 
7/6 stg. 

The first of these studies traces the course of inflation in India 
during and since the war and indicates some of the special features 
of the inflationary trend which arise from conditions peculiar to the 
country. In a brief study such as this a full discussion of the influence 
of these features was not possible, but a fuller discussion would have 
been welcomed by those less familiar with Indian conditions than 
Professor Muranjan himself. The author regards the fall in the 
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rate of savings, which he shows to have occurred, as adding ‘‘ materially 
to the fires of inflation’’; an increased tendency to consume has 
checked development in productive capacity. The author does not 
consider that the use of controls can effectively check the inflationary 
trend; the real problem is how to increase savings and direct them 
into productive channels. Various measures which might be adopted 
to this end are suggested, but again lack of space precludes an ex- 
haustive discussion of these. 

The second study is a survey of the Indian economy. Liberal 
use is made of statistical tables to illustrate the changes which have 
taken place since the beginning of World War II in finance, prices, 
production, employment, ete. Mr. Sovani goes on to discuss aspects 
of government policy. He argues that the abandonment of price 
control in agriculture led to price rises which were in some cases so 
great that controls had to be reimposed. He considers that the 
chief inflationary pressure in India arises from government deficit 
financing and that the policy of decontrol aggravated the situation. 
He sees little hope of checking inflationary pressures through in- 
creased production brought into being by productive investment of 
increased savings. Such a solution is a ‘‘long drawn out process,”’ 
and he concludes therefore that controls will be necessary for some 
time to come. An immediate necessity is that the budget must be 
balanced. 

These two studies present an interesting contrast. Professor 
Muranjan is thinking rather of the long period and he therefore 
tends to pass over somewhat lightly the immediate problem posed 
by inflationary pressures. But he is right in stressing the importance 
of increased savings for the Indian economy, for in India, as in 
other eastern countries, the lack of capital to provide productive 
equipment is perhaps the most serious obstacle in the path of economic 
progress. Mr. Sovani on the other hand is so mistrustful of ‘‘long 
term’’ remedies that he tends to underestimate the importance of 
disincentives to increased production while he perhaps overstresses 
the value of controls. 

H. R. RODWELL. 


Overhead Costs. By W. Arthur Lewis (George Allen and Unwin, 
London, 1949): Pp. 200. 15/-. 


This book is a collection of seven papers all but one of which 
have appeared either in Economica or The Modern Law Review. 
Though the nature of overhead costs is the main theme of the first 
essay only, the problems which are discussed all arise out of the 
existence of such costs. 
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The first chapter, ‘‘ Fixed Costs,’’ relates to the problem of design- 
ing a price policy appropriate to the purpose of co-ordinating two 
competing industries, such as road and rail transport or gas and 
electricity, one or both of which have high overhead costs. An 
original and useful classification of fixed costs is made, and more 
specific meaning than is found in most of the writings of contemporary 
economists is given to the expression marginal cost. The importance 
of escapable indivisible costs and the distinction between account- 
ing and economic costs are underlined. Though heavy going in 
parts, this paper gives a clear insight into the economic significance 
of marginal cost pricing and a comparatively specific and practicable 
guide to pricing policy for public corporations. 

The following chapters are less technical. In ‘‘The Two-Part 
Tariff,’’ Lewis, in an application of the theory of joint costs, offers 
a neat solution to the problem of allocating overhead costs between 
peak and off-peak consumers. In ‘‘The Economics of Loyalty’’ the 
author surveys the devices employed by dealers to secure the 
‘‘loyalty,’’ i.e., the continued patronage of clients, and makes some 
observations on their relevance for welfare economics. Then follows 
‘‘The Interrelation of Shipping Freights’’ and ‘‘Competition in the 
Retail Trade.’’ The latter contains a most interesting treatment of 
factors determining location, prices, and efficiency in the retail 


_ trade. 


In ‘‘Monopoly and the Law’’ the author deplores modern trends 
in judgments in ‘‘restraint of trade’’ cases and makes a plea for 
reformulation of the Law on this subject, the creation of a department 
to control monopoly and maintain competition, and revision of the 
patent laws. American experience, he claims, has not been as un- 
successful as popularly believed, and defects in the administration 
of their anti-monopoly legislation could easily be rectified under a 
unitary constitution. ‘‘ Administration of Socialist Enterprises,’’ which 
is the final chapter, relates to efficiency, price policy and accounta- 
bility, and contains further examples of theoretical principles realis- 
tically applied to urgent problems of the day. 


D. M. HOCKING. 


The Cost of Distribution. By S. a Lengyel and R. M. Beecroft 
(University of Melbourne). Pp. vi + 182. 


This book, the full title of which is The Cost of Distribution of 
Consumption Goods in Australia and Elsewhere, is an admirable 
pioneering work by two Melbourne University research students, and 
is divided into two roughly equal parts. Part one gives.a general sur- 
vey of distribution in Australia, outlines the scope, sources and methods 
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of the survey, examines in a general way the functions of the dis- 
tributive trades and their efficiency, and closes with one chapter 
on their wartime experience and one on some international com- 
parisons. 

Part two, which is on the whole of a much higher standard 
than part one, contains a series of case-studies—seventeen in all— 
on the costs of distribution, in various countries, of the most important 
consumers’ goods, ranging from meat, butter and bread to tobacco, 
tyres and textiles. In addition, there are some interesting descriptions 
of the structure of the various distributive channels which would 
provide valuable material for a course of lectures on the structure 
of industry in Australia. 

One’s most lasting impression after reading this book is that 
of our colossal ignorance of this sector of the economy—which in 
June, 1948, employed some 400,000 workers—and of the great 
difficulties met by Messrs. Lengyel and Beecroft in gaining the amount 
of information that they have. There are few published statisties— 
official or unofficial—available, and one wonders what the researchers 
would have done, had it not been for the Prices Regulations Orders. 
It is also distressing to note the obstinacy and obstructionism met by 
the authors in their task. This attitude among business-men and their 
associations can do nothing but harm in the long run—and possibly in 


the short run, too—and is to be deplored, as Prof. G. L. Wood states , 


in his introduction, in the strongest possible terms. 

As a pioneering work, this book cannot be too highly commended. 
The background work, the laborious searching for facts, their checking 
and re-checking, the large number of painstaking and tedious cal- 
culations involved—all these must have given the authors many a 
headache. 

But this reviewer had one or two headaches, too. First he must 
comment on the very low standard of publishing to be found in this 
book. It is printed in typescript similar to that used in duplicated 
letters, with the result that composing is impossible, and resort is 
had to a hideous form of hyphenating which produces such oddities 
as ‘‘mo-re,’’ ‘‘ca-se,’’ ‘‘the-ir,’’ and ‘‘pri-ce.’’? In addition, proof- 
reading is conspicuous by its absence, for the reviewer counted no 
fewer than 102 spelling and grammatical errors in less than 200 
pages. Some of these, however, were quite good. What is the cost 
of distribution, one wonders, of ‘‘the wide and deep currants in our 
economy’’? And do guest-houses charge for ‘‘boarder-line expense 
items’’? 

The reviewer would also do battle with some of the matter. On 
p. 23, suggestions for the measurement of efficiency and productivity 
in the distributive trades are dismissed ‘‘ because of the wide variations 
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of the businesses and the changing quality of their services.’’ But is 
it not precisely for the first reason that we want such measures to 
answer such questions as, e.g., ‘‘big shops or small?’’ ‘‘chain stores 
or co-operatives or emporia?’’, while the second is surely merely the 
problem common to all measures of productivity. 

Again, in p. 24, should not ‘‘the higher the velocity of stockturn, 
di ge ie ager om , the higher will be the relative proportion of the cost 
of distribution (as measured by percentage margins) in the unit 
price of the consumer’’ be rather ‘‘the lower the velocity, etc.’’? On 
p. 28, a table showing the number of retail shops in Australia is said 
to reveal something about the number in 1946, though the last year 
shown is 1945. What is more, the number of shops pre-war is not 
(using the authors’ figures) approximately 130,000, or one shop 
for every 54 persons, but about 153,000, or one for every 45 persons. 
Again, in part two, on p. 2, the percentage mark-up on certain grades 
of meat is not 43} per cent but 39. 7 per cent; on p. 3, cost of goods 
sold to the retailer plus retailer’s gross margin adds up to less than 
100 per cent of the retailer’s price; and on p.42, ‘‘one-quarter’’ 
should be ‘‘one-seventh.’’ Though these slips are in themselves 
quite trivial, their existence casts doubts on all the other figures in 
the book which are not so easily checked. 

For this piece of work as a whole, however, one cannot but 
congratulate the two authors for what they have given us. One 
can at least be certain that they have squeezed as much as is humanly 
possible out of the data at present available. If value theory really 
is the core of economic theory, then this book should be the first 
of a large number of similar ones—as is indeed promised in the 
preface—which will help us to appraise more certainly the workings 
of our economy. If it is not so followed, one can only hope that good 
fortune will continue to attend the doings of the Tariff Board and 
the Commonwealth Arbitration Court, searching, like that famous 
blind man, in a dark cellar for a black cat that isn’t there. 


R. G. OPIE. 


Employment and Equilibrium. By A. C. Pigou (Second—Revised— 
Edition, 1949). (Macmillan and Co. Ltd., London). Pp. 283. 
18/- stg. 

Although certain changes have been made in this second edition 
there are no grounds for attempting to re-write Professor Isles’ very 
able review article of the first edition published in The Economic Record 
in December, 1943. There may, however, be some scope for com- 
ment in the light of new work done by others during the intervening 
years. Professor Isles rightly made the reading of this book an urgent 
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duty for all economists who profess to have anything to say upon 
unemployment and the trade cycle. Professor Pigou freely admits 
what is now seen to have been the fundamental proposition in Keynes’ 
teaching, namely, thet there is in our society no self-regulating 
mechanism to provide for adequate utilization of resources as a whole, 
however good the mechanism of competition may be in allocating 
resources between different uses. (It appears indeed that this con- 
cept was to some extent implicit in some of Professor Pigou’s own 
earlier writings). On the other hand, Professor Pigou defends Marshall 
against Keynes on some points of wage theory, probably not essential 
to the remainder of Keynes’ doctrine. 

In Professor Pigou’s analysis substantial importance is attached 
to the ‘‘rate of interest,’’ though Keynes doubted its relevance to 
the supply of savings, and later work at Oxford has thrown doubt on 
its relevance even to the demand for investment (other than in housing 
and similar long-lived objects). What Professor Pigou surely 
means is ‘‘expected rate of profit’’; truly a very real factor in the 
situation, but not necessarily bearing any relation to the ‘‘bond yield”’ 
or ‘‘discount rate’’ of the money market. 

This book was first composed as a critique of crude Keynesian 
full employment and multiplier doctrines which ten years ago were 
being widely disseminated by many (including the reviewer). During 
the last decade we have embarked upon the new art of ‘‘model 
building.’’? A model is generally understood as a set of equations, 
based upon actual observations, which describe the behaviour and 
inter-relationship of all the variables determining the level of employ- 
ment, including consumption, investment, foreign trade, financial 
policy, ete.; a good model should give us some idea of the ultimate 
consequence of any line of action. These studies were pioneered by the 
highly original efforts of Professor Tinbergen, and have now developed 
into the elaborate mathematical systems of Mr. Klein. Professor 
Pigou’s equations are not based upon observation and so far, there- 
fore, they remain ‘‘empty economic boxes.’’ But it is to be expected 
that his long experience and theoretical acumen have enabled him 
to design in advance a set of boxes which will probably turn out 
to be fairly close to the size and shape required, as the art of model 
building develops, and we come nearer to the goal of being able to 
describe the determinants of employment by an accurate system of 
equations. 

There are a certain number of books on economics whose points 
stand out more clearly if they are read backwards, at any rate by 
the mature reader, and this may be the case with the book under 
review. The last chapter is pregnantly entitled ‘‘Cumulative Move- 
ments.’’ With all the skill and delicacy which we have come to 
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expect from him, Professor Pigou liquidates a number of spurious 
theories on this topic, and brings us down to the vital question. 
The experience of the 1930’s has made us revise some of our simpler 
theories and realize that the violent and uncontrollable nature of 
cyclical movements arises from the fact that, in certain circumstances, 
an upward or downward movement in business can create an expecta- 
tion of a further movement. Until we can find a place in our equations 
for this creation of expectations they will not be realistic. It may not 
be too much to say that the doctrine of the multiplier, as hitherto 
taught, may be rendered obsolete by these considerations. 


COLIN CLARK. 


Studies in Income and Wealth, Vol. XI. Conference on Research in 
Income and Wealth (National Bureau of Economic Research, 
New York, 1949). Pp. xii + 450. $6.00. 


The technical papers in this Volume were presented at the 
1946 meeting of the Conference. Like several of the previous volumes 
in the series published by the National Bureau of Economic Research, 
they make up an assorted rich bag of expertise. To the full papers 
of the six contributors are subjoined carefully prepared comments 
of other experts in the field—a very commendable publishing 
technique. 

The first two papers, by Solomon Fabricant and Daniel Carson 
respectively, discuss systematically and in some detail the practical 
problems faced in using data of changes over many decades in the 
industrial distribution of manpower in the United States. Expert 
contributions in this field have a justified place in studies of national 
wealth and income, for they serve to make known how friable is the 
clay of many of the bricks used in aggregate statistical structures. 
To adventure through what Mr. Carson calls ‘‘the labyrinths of 
Census data on the industrial characteristics of manpower in the 
19th and 20th centuries,’’ even for a relatively small population like 
Australia’s, is a salutary experience for an economist for it teaches 
lessons in both faith and prudence. We must rely on the skilled 
estimates of those who are thoroughly familiar with the problems 
of discontinuity and non-comparability of census and other data 
of occupations and industries. But, while on the whole trustful, we 
are entitled to ask for a clear exposition of, and be ready maybe to 
challenge, every step of assumption and definition in the building up 
of aggregate figures. The discussions of Messrs. Fabricant and 
Carson, and of their commentators, are a good example of this 
interpenetration of faith and prudence. 
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The paper by Nathan Koffsky on Farm and Urban Purchasing 
Power relates the statistical measurement problem to that elusive 
concept ‘‘parity income for agriculture.’’ He defines parity as ‘‘the 
income necessary to yield to the farmer a purchasing power approxi- 
mately equivalent to that of the urban worker.’’ This equivalence 
is to be determined by considering not solely the actual income of 
the typical farmer and typical urban worker chosen for comparison, 
but also the levels of retail prices for common or a similar range of 
goods bought by farmers and by urban workers. He seeks therefore 
to get as near as can be to comparison by using two budgets—one 
for farm and one for urban families on the lowest comparable 
money income levels for both after allowance for the non-money 
income of farm families—getting prices for lists of the similar 
goods as sold in both city and country markets. This procedure for 
deriving two measures of relative purchasing power—one for the 
farm at city prices, one for the city worker at country prices—is 
logical but still leaves the measurement of parity insolubly vague. 

The remaining papers and commentaries in the volume relate 
more directly to national income as such. Mr. Staehle’s paper on 
International Comparison of Real National Incomes is an uncon- 
ventional (not to say esoteric) attack upon what might in general be 
called inter-milieu (rather than solely international) comparisons 
of real consumption by income groups which differ least in con- 
sumption pattern. As Morris A. Copeland points out, such efforts 
at inter-country comparisons, commending themselves ‘‘because they 
ean be rationalized in terms of the indifference map theory,’’ are, 
it would appear, subject to very serious limitations. - 

The two papers in the volume which provide the most general 
interest are those of Michael Sapir and Franco Modigliani in Parts 
IV and V. Mr. Sapir writes a Review of Economic Forecasts for 
the Transition Period. Anyone who is familiar with the controversy 
(not always dignified) which has raged in American economic 
journals over the erroneous forecasts for the post-war years made 
by the Washington ‘‘model-builders’’ must appreciate Mr. Sapir’s 
frankly honest and truth-seeking analysis of the causes of error. 
In one of these predictions he was himself ‘‘deeply involved.’’ As 
he points out, throughout the war itself forecasting the pace of the 
American economy was a useful tool of policy formation and adminis- 
tration, and on the whole the results were good. Although it was 
recognized that to forecast correctly a dynamic change after V-J Day 
in the over-all economic climate was far more difficult, the economists 
in the federal agencies did take the risk of doing so and committed 
the blunder of excessive dependence upon the simplified mechanics 
of Keynesian theory. Their error lay also in their assuming the 
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roles of political seers, public opinion analysts and lay psychiatrists, 
and in their neglect of lessons from history. ‘‘Perhaps,’’ says Mr. 
Sapir, ‘‘the relative youth of the forecasters made them insufficiently 
aware of and unimpressed by the lessons of aftermaths of other 
wars; economists of an older vintage tended to do better because they 
relied more on history.’ Mathematical relationships based on pre-war 
experience proved to be unsatisfactory for estimating gross national 
product for the post-war years. Most of those who relied chiefly 
on such procedure produced erroneous forecasts. Closer scrutiny 
of and better insight into consumer psychology and other character- 
istics of mass behaviour are equally important parts of a fore- 
easter’s function. Mr. Modigliani’s penetrating paper on Fluctuations 
in the Saving-Income Ratio, because it seeks to examine the cyclical 
movements of the partly-independent variables in the main com- 
ponents of national income, can perhaps be regarded as a technical 
attempt to include this wider understanding. 


F, R. E. MAULDON. 


Reports of the Commodity Prices Board. Edited by N. V. Sovani 
(Gokhale Institute of Politics and Economics, Poona, 1948). 
Pp. xv + 238. Rs 10 or 15/-. 


This volume comprises the twelve reports submitted to the 
Government of India by the Commodity Prices Board, which was set 
up in February, 1947, and ceased to function in October of the same 
year with the resignation of both the President, Mr. A. D. Gorwala, 
and Member, Professor D. R. Gadgil. The Board was extremely 
active throughout its brief career, tackling energetically the tre- 
mendous problem of economic controls faced by the Government of - 
India. Cutting ruthlessly through the difficulties presented by a 
populous sub-continent with a war-disturbed economic organization 
ranging all the way from subsistence agriculture and primitive 
production to modern large-scale industrial capitalism, with its multi- 
tudinous pressure groups variously based and frequently antipathetic, 
with its complicated and inadequate machinery of central and local 
administration and its pathetically inadequate statistical records, the 
Board saw clearly the basic problems and did not hesitate to recom- 
mend remedies. The reports are valuable not only for the light which 
they throw on the post-war Indian scene—a light somewhat dimmed 
by the subsequent partition—but perhaps even more as an object 
lesson in method in economic analysis in the service of administrative 
policy. 

The Board was mainly concerned with the problem of prices, 
but it was by no means content to base its findings on shallow 
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observation of price trends. It delved down to fundamentals of 
over-all economic policy, and perhaps herein lies a clue to the 
Board’s untimely end. A quotation from Professor Gadgil’s fore- 
word is indicative of the Board’s forthrightness: ‘‘Successful control 
of a price level presupposes ability to insulate the price level from 
forces normally influencing it. A government which is not able or 
willing to undertake the supplementary controls required to enforce 
its price policy must inevitably find itself both unsuccessful and 
diseredited’’ (page iv). 

Eleven of the twelve reports deal with specific commodities or 
industries, namely :—Rabi grains and pulses, cotton, vanaspati, coal, 
iron and steel, kerosene and motor spirit, cloth and yarn, and indigen- 
ous paper. These reports embody factual data not otherwise geuerally 
available concerning che financial structure, production programmes 
and working results of a number of industries, the internal and 
external trade in a number of important commodities, and the opera- 
tion of price control. 

The remaining report, on ‘‘Controls and Their Continuance,”’ 
covers in 43 pages of compressed reasoning, an examination of the 
volume of production, and an assessment of immediate future 
developments, an examination of financial problems, a review of 
past and an estimate of future price trends and their relationship 
to world prices, and conclusions as to the Government’s responsibilities 
in the matter of economic controls. Numerous statistical tables 
relating to agricultural and industrial production, employment, con- 
sumption, and prices in India are given in support of the argument. 

To the general reader outside India, this report will undoubtedly 
provide considerable food for thought. It will repay close study by 
the student of Asian affairs; economists generally will find it 
stimulating as an essay in practical economics. ‘ The Board’s con- 
clusion that a regime of integrated controls over supplies, pro- 
duction and prices is essential to the orderly development of the 
Indian economy in the post-war period is not surprising in the light 
of the evidence and arguments presented. ‘‘That the incentives 
appropriate to a free economy do not operate satisfactorily in a 
controlled economy is then not so much a charge against the con- 
trolled economy as a description of the conditions of its existence”’ 
(Foreword, page vii). At no time is the intimate connection between 
theory and economic practice neglected. The importance of this 
integration of economic theory and administrative measures in a 
nation such as India where Government action may mean the differ- 
ence between life and death for sections of the people is underlined 
by the statement: ‘‘That prices of foodgrains can soar to heights 
where deaths from starvation result on a large scale has been recent 
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Indian experience and may be repeated at any time in any province 
if there is a breakdown of controls’’ (p. 53). In such circumstances 
blind worship of a free market would verge on the criminal. 

The reports display weaknesses arising mainly from two causes— 
paucity of data and haste in preparation—leading to inadequate docu- 
mentation and undue compression. The former weakness is more obvious 
than the latter, and it appears that the responsibility for neither 
can be laid at the door of the Board. Administratively, it is obvious 
that the Board was in the unfortunate position of having too little 
authority, and insufficient encouragement and support from the 
Government which appointed it. Its recommendations were not 
mandatory, and indeed were frequently rejected or ignored by the 
Executive. Moreover, it was unable, despite frequent appeals, to 
secure policy directives from the Government. It was this lack 
of adequate integration of the Board with Government policy forma- 
tion at a high level on the one hand, and with the executive arm 
of Government on the other, which led to the Poard’s untimely end. 
In this, its experience is by no means unique. Government advisory 
Boards not vested with executive power frequently perish of frustra- 
tion. ? 

‘*A wide understanding of the manifold problems arising out 
of the attempt to work a controlled economy [in India] is greatly to be 
desired. The main reason for putting forth this publication is the 
belief that it may help in bringing about such an understanding’’ 
(Foreword, p. ii). There can be no doubt that the publication is a 
valuable contribution to the study of Indian economic conditions, 
and if the resultant picture is gloomy, the blame can hardly be 
imputed to the authors of the reports. 

H. L. WISE. 


Five Lectures on Economic Problems. By George J. Stigler (London 
School of Economies and Political Science, and Longmans, Green 
& Co., 1949). Pp. 65. 11/9 Aust. 


The present volume puts into permanent form five lectures which 
Professor Stigler delivered at the London School of Economies early 
in 1948. The lectures do not pretend to be highly original but in 
two or three of them Stigler adopts a somewhat novel stand. The 
first lecture, The Economists and Equality, compares the neglect 
of income equality by classical economics with its pre-eminence as a 
social objective of the present time, and in the course of it he makes 
interesting observations on how the goal of income equality ought 
to be regarded. He argues that it is a proximate goal and not an 
ultimate goal of social policy, and therefore has no initial priority 
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over other similar goals. This discussion of income equality as a 
proximate goal is a timely warning in case income equality should 
become a fetish. But many will not be prepared to accept his views 
(expressed through a quotation from de Tocqueville) on the political 
folly of income equality as a proximate goal. These views may at 
best be described as naively pessimistic and at worst as reactionary. 

The second lecture, Monopolistic Competition in Retrospect, is 
easily the best of the five. It is a very competent account of the 
development of the theory of monopolistic competition and puts 
forward reasons for the failure of this theory to develop usefully. 
Nobody familiar with modern value theory will find anything start- 
lingly original in this lecture but it serves a useful purpose, for 
it is now ten years since monopolistic competition was actively dis- 
cussed in the periodicals—a lapse of time which enables one to 
look objectively at this development of modern value theory and 
see it in its proper perspective. 

The final three lectures are not nearly so impressive. In The 
Classical Economics: An Alternative View, Stigler argues that the 
classical economists were familiar with much of the detailed technical 
analysis of modern value theory. He illustrates this view by taking 
Senior’s ‘‘Hand-loom Weavers’ Report.’’ Setting aside doubts about the 
typicality of Senior as a classical economist, the question arises of 
why his Political Economy does not use the same treatment of 
demand for labour as is found in the Weavers’ Report. Stigler gives 
a not very convincing answer to this question. 

The Mathematical Method in Economics restates quite neatly the 
view that mathematics can play an important part in economic 
analysis but that it has its limitations. The final lecture, Competition 
in the United States, is an attempt to assess the relative strengths 
of monopoly and competition in 1939, and to examine the long- 
term movement of competition. It is interesting to notice that 
Professor Stigler finds ‘‘no obvious evidence for the popular thesis 
that competition has been declining steadily for a half-century or 
more.’’ 


G. A. J. SIMPSON-LEE. 


Expectation in Economics. By G. L. S. Shackle (Cambridge Uni- 
versity Press), 1949. Pp. x + 146. 10/6 stg. 


This book has grown out of the author’s rejection of the fre- 
quency interpretation of the probability notions used in many fields 
of economic theory. Although the method of analysis is the result 
of 12 years’ development and refinement, readers will be interested 
to know that only one quarter of the book is based upon the articles 
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which have appeared during the past decade under Mr. Shackle’s 
name, the remainder being entirely new material. 

The fundamental principles underlying probability theory have 
been the subject of much discussion since the 18th century mathe- 
maticians introduced the theory for the purpose of studying problems 
related to games of chance. In order to ally mathematical exactness 
with statistical experimentation many statisticians have been con- 
cerned to define probability in a formally precise manner. In general, 
however, the meaning ascribed by most statisticians to the probability 
of a given event occurring is that if the experiment to which the 
event relates is conducted a very large number of times, the proba- 
bility is approximately equal to the ratio of the number of times 
the given event occurs to the total number of experiments conducted. 
This is the frequency interpretation of probability and it assumes 
each experiment is independently conducted under identical con- 
ditions. It is out of place here to discuss the difficulties relating to the 
conduct of the design of experiments, but in using the definition 
given as a working basis for probability statements it is assumed 
that if necessary it is possible to carry out a number of trials. When 
we say the probability of a student passing an examination in a 
particular subject is 0.7 we mean that out of every 100 students 
who sit for the examination an average of 70 students pass. 

Mr. Shackle points out that in ‘‘many of the most important 
affairs of life these conditions are not fulfilled.’’ Not only may the 
conditions of the experiment change but large and risky ventures can 
not be considered as one of a large number of experiments. These 
ventures are only undertaken at intervals of long duration and 
once the decision is made there can be no second attempt. Thus 
Shackle concludes that the probability of success of a single venture 
“igs something different from and unrelated to’’ the probability 
associated with large numbers. 

It has always been recognized by statisticians that it is not 
possible to predict the results of individual experiments. From 
the example above it is not possible to predict the results of individual 
candidates but only the average result of a number of candidates. 
Apart from appreciating this defect in the application of probability 
ideas to single events, little work has been done by mathematicians 
and statisticians to overcome it and Mr. Shackle must be commended 
for his attempt to remedy the deficiency. Further, the probability 
associated with the success or failure of an unique venture is closely 
related to the ideas of uncertainty and expectation in economic 
analysis and any theory which develops these ideas into a usable form 
is important. 








150 THE ECONOMIC RECORD JUNE 


Although the book is short and the mathematics used are of an 
elementary nature (only a knowledge of differential calculus is 
assumed) it is not an easy work to read. This seems to be mainly 
due to the conciseness of the argument and the necessity to concentrate 
more than usually to overcome the new terminological obstacles. 

The first half of the book is devoted to developing the new 
analysis which is to replace the concept of frequency probability. 
The problem which Shackle sets out to answer is ‘‘how will an 
individual choose between different causes of action when the out- 
come of each cannot be known in advance, but is only represented 
in his mind by a whole set of differing hypotheses?’’ In order to 
reduce the different courses of action to a comparable basis a stimu- 
lation function is developed. This function is the relationship between 
quantitative estimates of various possible outcomes of a certain event 
and the degree of potential surprise associated with these estimates. 
Potential surprise is defined as the ‘‘intensity of shock or surprise”’ 
a person would experience if ‘‘without there having been any change 
in the knowledge available to him on which he based his belief in it, 
he were to learn that this is mistaken.’’ Shackle then shows how 
the merits of different ventures may be compared directly by standard- 
izing the values of the relative stimulation functions. 

Following the theoretical development there are four short 
chapters devoted to the application of the new tools to the problems 
of the pace of investment, the choice of assets to be held for specu- 
lative gain, the design of taxation to preserve the incentive to enter- 
prise and a theory of bargaining processes. In these chapters the 
new techniques are used to good advantage but when we descend 
from the theoretical heights of Mr. Shackle’s analysis we start to 
wonder just how close to everyday practice many of the assumptions 
are. For example the investor is assumed to be an extraordinary 
individual who combines the faculties of caution, conscientiousness, 
calculation, enterprise and foresight with remarkable facility. How- 
ever, the analysis does attempt to take account of the pleasure or 
utility that is derived from gambling itself and for certain problems 
it may prove to be in advance over the methods outlined by von 
Neumann and Morgenstern in the Theory of Games and Economic 
Behaviour. 

One interesting fact which emerges from the chapter on the 
pace of investment is worth a mention here. Mr. Shackle shows that 
if an event occurs which causes surprise of any sort to an investor 
then it may cause a postponement of the carrying out of any invest- 
ment plans. If the event increases the attractiveness of the venture 
the investor may pause to reconsider his plans in ease the event 
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causes some other alternative plan to emerge that is even more 
attractive. If the event decreases the attractiveness of the venture 
it will in general produce an immediate decision to abandon the pro- 
ject since the investor will probably have been already delaying his 
venture pending such a happening. Applying this over the trade 
cycle it can be seen that when the boom breaks investment may cease 
abruptly and accelerate the down-swing, while after the bottom of 
the depression is reached good signs may fail to produce immediate 
investment activity and so prolong the phase of recovery. 

It is not possible to discuss in detail the application of Mr. 
Shackle’s techniques to the other problems mentioned, but although 
the argument is rigorously developed one cannot help wondering 
whether the method is not a little laboured in parts and it would 
be interesting to see the solution of more practical problems attempted. 
For those who are keen to improve and sharpen their analytical 
tools this book provides a stimulating study, for most economists it 
will prove an interesting but not a necessary study. 


DONALD COCHRANE. 


Economic Calculation in the Socialist Society. By T. J. B. Hoff 
(translated by M. A. Michael). (William Hodge, 1949). Pp. 
vii + 264. 21/- stg. 


Originally published in Norwegian in 1938 this volume is in- 
tended to survey and sum up the theoretical debate on the problem 
of economic calculation in a socialist society. Defining a socialist 
society as one ‘‘in which (1) the private ownership of means of pro- 
duction is abolished, and (2) business initiative is invested in a 
centrai authority which alone directs industrial activity’’ (p. 15), Hoff 
discusses the problems of economic calculation which would arise in 
different types of socialist societies. 

The problem of economic.calculation is equally relevant to the 
situation where the individual is free to determine his own con- 
sumption pattern, and occupation, and to the position where the 
central administration allocates consumption goods and controls 
occupational choice. Both formulations are examined in the con- 
text of three main forms of economic organization: (1) an economy 
in kind; (2) a money economy based on a labour theory of value; 
and (3) a money economy based on the recognition of use value; with 
particular emphasis on attempts to resolve the question within the 
framework of (3). A heartening faith in the efficacy of the unfettered 
operation of the price mechanism leads Hoff to the conclusion that, 
in practice, economic calculation is impossible in a socialist society 
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whose aim is the maximum exploitation of existing resources. Where 
the traditional basis of valuation—the wants and needs of the com- 
munity as individuals—prevails, the maximum production of needs, 
so measured, can be determined only by the use of the orthodox 
valuation apparatus, the market. But, as a socialist society is 
defined as one wherein there is no private property, it is argued 
that the market mechanism will work very imperfectly, involving 
the use of force as a principle of operation and necessitating a change 
in the basis of valuation from the needs of individuals, individually 
determined, to a scale of values arbitrarily determined and enforced 
by the central authority. 

This argument is unfolded by means of a generally lucid ex- 
position within a well-constructed theoretical framework and has the 
added merit of bringing to light a number of Continental contributions 
hitherto hidden from general view by the barriers of language. At 
times, however, the sheer mass of quotations threatens to swamp the 
whole argument as Hoff endeavours to demonstrate the wide diversity 
of opinion amongst economists. It is to be regretted that no attempt 
was made to take advantage of the issue of this translation to bring 
the state of debate up to date; in its present form it is dated for the 
economist but a useful volume for students of the history of this 
strand of economic thought. 


J. R. WILSON. 


Enterprise in a Free Society. By C. E. Griffin (Richard D. Irwin 
Inc., Chicago, 1949). Pp. 573. $5.00. 


In the long run, when we are dead, some impertinent historian 
of economics will write: ‘‘In the whole history of economic thought 
to date no single work has been as disastrous in its influence as 
Marshall’s Principles. This work, typical of the Victorian spirit which 
in architecture, literature, music and painting mistook ornateness 
for elegance, size for grandeur, and rested a great facade on weak 
foundations, like the Victorian spirit stifled new thought for genera- 
tions, making its influence felt even in the middle of the twentieth 
century.’’ Such a jaundiced and wrong-headed view could easily be 
encouraged by the book under review, which is a suburban villa to 
Marshall’s mansion, bi:t is, nevertheless, executed in the same spirit. 
It is a book about enterprise, the fourth factor which many believe 
never had a place in analysis. Certainly this work shows no reflection 
of the Cost Controversy findings on enterprise and the destructive 
influence of enterprise on competition under certain common circum- 
stances. In fact the author often echoes Hearn (and Marshall) on 
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this point when he says, e.g., ‘‘ Economic competition does indeed imply 
rivalry; but it is rivalry to serve others’’ (p. 299). 

The general theme is that enterprises are the basic elements in 
production ‘‘under a system of free enterprise and in a democracy,”’ 
and that they need a healthy atmosphere (i.e., largely competitive) 
in which to flourish and do good for all. 

The book will be useful for those who know what they know and 
believe what they believe but are in need of reinforcement from time 
to time. At an academic level for some teachers it might well occupy 
the same place in a course on industrial organization as Dalton’s 
Public Fiance occupies in a public finance course. 


CYRIL RENWICK. 


Un Sistema di Logodiagrammi Tipict (A Standardized System of 
Logarithmic Diagrams). By A. de Pietri-Tonelli (Cedam, Padova, 
1949). Pp. 67. Lit. 600. 


This is a lucid, if elementary, study on the employment of 
logarithmic diagrams when comparing ratios of variations in time 
series. The author advocates the use of standard size semi-logarithmic 
paper and a master scale on transparent paper. By applying the 
master scale to plotted data which are to be compared, it is possible 
to read off the results without the necessity of resorting to laborious 
calculations. 

If we are only interested in rates of change from one period to 
the next then the same technique can be applied by considering the 
value of each year to be equal to the base of 100. In that way we 
obtain for each year a short line commencing from the same base. 

The author includes various examples to show how this technique 
may be applied for the measuring of percentage changes in time 
series. 


S. P. STEVENS. 


Problemes D’Economie Internationale. By Jean Weiller (Presses 
Universitaires de France, Paris). Pp. 232. Fr. 240. 


Professor Weiller’s book is calculated to have a bracing effect 
on Anglo-Saxon economists who have more patience than he with 
abstractions, and less daring in generalizing about historical trends 
of development. His field embraces the history of the development 
of an ‘‘international economy’’; the nature and causes of the ‘‘end 
of a world system’’ which was marked by the first world war; and 
the determinants and direction of inter-war and (current) post-war 
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developments. It is an attempt to give at the same time an economic 
interpretation of history and an historical theory of economics. 

The reviewer’s impression is that, like Sombart, Karl Marx, 
Ropke, and others who have attempted the same task, Professor 
Weiller has produced something that is neither good history nor 
good theory, yet is valuable in that it makes a contribution towards 
the exploration of the no-man’s-land which lies between the theorists 
and the historians. 

It is refreshing to find cut-and-dried economic terminology re- 
placed by vigorous metaphor, and to read a work in which the vigour 
of the language is obviously matched by the vigour of the author’s 
mind. But the technique of reductio ad absurdum is scarcely 
adequate for the task to which it is applied, and emphatic assertion 
does not make up for the shortcomings of the Professor’s analytical 
technique. 

This shortcoming could not justly be criticised because such 
an ambitious venture in synthesis fails to produce a completely 
acceptable explanation of the nature and causes of the inter-related 
economic and social changes which led up to the present state of 
international economic relations. It is open to criticism, however, in 
that the statistics used are sketchy and crudely employed, and much 
vital material made available by econometrists and statisticians is 
ignored. 

Monetary change, progress in industrial techniques, and trends 
of economic policies of governments, are considered in connection 
with international economic relations, against a shadowy background 
of short and long-term waves of economic activity. Much of the 
argument consists in the putting up of men of straw and knocking 
them down, and expressions of irritation with theories which will not 
(and were never intended to), serve the purposes of a study of the 
dynamics of a world economy. 

In short, Professor Weiller puts questions to the test of economic 
analysis which lie largely outside its scope. Adding his resources 
as a political thinker to his analytical equipment he produces a 
largely empirical study which is most stimulating but is far from 
satisfying. It would, in the reviewer’s opinion, be more satisfying 
if the first part, which is economic rather than political, were pruned 
and integrated. This would surely benefit the second part, not yet 
published, in which the author proposes to focus his attention on 
political influences as they affect trends of international economic 
relations, and which would seem to depend on the conclusions 
reached in this work. 


K. A. BLAKEY. 
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The Consumer and the Economic Order. By W. C. Waite and 
R. Cassady (McGraw-Hill, 2nd edition, 1949). Pp. x + 440. 
$4.50. 


This second edition of a work which first appeared in 1939 has 
been extensively revised and most of the numerous tables brought 
up to date. It contains an elementary treatment of most economic 
aspects of consumption and should be useful as a reference book 
for first year students. The most valuable feature is the large amount 
of institutional material competently set out which is not readily 
accessible elsewhere. Among the topics discussed are consumers’ 
co-operation, consumers’ information organizations, protection of the 
consumer by the State, and the effects on the consumer of income, 
price, size of family, monopoly, advertising, fashions and price- 
control. One gap is the absence of any discussion of the effects of 
conditions of work on consumption patterns. There is some theoretical 
treatment of consumers’ demand, including indifference curves, on 
conventional lines. 

KINGSLEY LAFFER. 


Unemployment, Full Employment and India. By Nabagopal Das 

(Bombay : Hind Kitabs Ltd.). Pp. 83, including 3 p. bibliography. 

Rs 2/8. 

This is the second edition (very substantially revised) of a 
book which first appeared in 1946 and was sold out in eight months. 

Dr. Das (who is a Graduate of London University) has made 
a special study of farming and industrial problems in India. In 
this book he outlines with great clarity (with special reference to 
applicability to Indian and Pakistan conditions) modern ideas ‘of 
full employment and social security associated with the names of 
Beveridge, Hansen and Keynes. 

This book (which is free from the numerous. misprints that so 
often mar works printed in India) should do much to popularize 
these ideas in India and Pakistan. 

The bilbiography draws freely on Indian writers as well as 
those resident in Britain. 

There is no index. 

K. P. NEALE. 


An Introduction to the Geography of Newfoundland. By B. V. 
Gutsell; being Information Series No. 1 of the Department of 
Mines and Resources (Geographical Bureau), 1949. Pp. 86. 


Sometimes, but at long intervals, it happens that a departmental 
document, intended merely for information, becomes in addition a 
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scientific text. Such a document is Gutsell’s little book. It was 
‘designed to present an outline of the physical background and 
the economic development of Newfoundland, and to show how these 
factors have influenced the life of the island’s people.’’ It is, how- 
ever, more than that for it comes close to being a model environmental 
‘ study—complete, balanced, and always pertinent. It succeeds hand- 
somely where many more pretentious studies fail. Credit must be 
given to the Department and the Bureau for the publication of so 
much information in this form. 

Geology and climate, soils and vegetation, are treated in proper 
order for depicting the resource pattern of the island. Minerals, 
forests, agriculture, fisheries and water power make an impressive 
if somewhat refractory total. Whether the exploitation of these 
resources has made sufficient contribution to the improvement of 
the people’s welfare is, of course, not the author’s concern. 

In addition to the economy and accuracy of the text, this little book 
has a series of maps and charts which have seldom, in my experience, 
been equalled and never bettered. It is a pleasure to draw the 
attention of economic geographers to the accurate statement, careful 
arrangement, and adequate bibliography of this modest work. 


G. L. WOOD. 


The Economic Survey of Asia and the Far East in 1948. United 
Nations Economie Commission for Asia and the Far East (U.N. 
Goddard Pty. Ltd., 255a George St., Sydney). Pp. 289. 10/- stg. 


This Survey, prepared by the Secretariat of the above Com- 
mission, sheds welcome light on the post-war condition of the 
countries of Eastern and Southern Asia, from Korea to Indonesia and 
West Pakistan. It shows that in general 1948 has been a year of all 
round improvement in the region, although the progress has not 
been substantial, and is not yet by any means satisfactory. In no 
sphere of production have these countries attained pre-war levels, 
and particularly in food production the position remains unsatisfactory. 
Before the war the region was a net exporter of rice, but is now a 
net importer of rice and other cereals, expending on them moreover, 
a large portion of the hard-earned foreign exchange which should 
be spent on capital equipment for development programmes. Capital 
investment has remained at low levels and particularly foreign 
investments have been discouraged by political uncertainty and 
civil strife. Chapter III deals with certain salient changes in the 
regions economy which appear to be more than temporary. Par- 
ticularly disquieting here is the low price for rubber which now 
faces competition from synthetic production, the decline in the demand 
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for natural silk and the decline in metal exports. Other chapters deal 
with Population Trends, Currency, Banking, Public Finance, Inflation 
and Price Movements, International Trade and Balance of Payments. 
There are eighty-six tables and charts. Summing up in the words of 
the Preface to the Survey: ‘‘Thus the devastation and economic 
consequences of the war, having left the region in a condition little 
short of collapse, continue to exercise their malignant influence. 
When more than half the world’s population lives in conditions of 
such utter poverty, there cannot exist a sound basis for enduring 
peace.”” That the Western nations are aware of this is shown by 
the plans for economic aid to Southern Asia advanced at the Colombo 
Conference of January, 1950, but to be effective this aid requires 
stable governments in the receiving countries, and the political and 
military interventions which would ensure stability are anathema 
to the new nationalisms of the region. This Survey presents the 
economic facts which will influence the solution of the politico-economic 
dilemma in Southern and Eastern Asia. 
R. K. WILSON. 


Major Economic Changes in 1948. Department of Economie Affairs, 
United Nations, 1949, II, C.l. (H. A. Goddard Pty. Ltd.). 
Pp. 74. $1.00. 


This publication was designed to furnish a preliminary review 
of developments in 1948. It is the third in a series of reports dealing 
with world economic conditions. 

Industrial production, foodstuffs supply, inflation and trade are 
discussed. Part II, entitled ‘‘World Economic Indices,’’ contains 
useful statistical series on national production in food and in eleven 
major groups of extractive and manufacturing industry. 


BURGESS CAMERON. 


Economic Survey, 1919-1939. By W. Arthur Lewis (Allen and 
Unwin). Pp. 221. 15/- stg. 


The period 1919-1939 was a historical no-man’s-land. Old 
standards in art and ethics were being rejected and no new values 
took their places; it was a breathing-space between two wars; and to 
many it appears as an interregnum between two totally different 
eras. Those who lived in it looked for solutions to many new and 
apparently unrelated problems; only now is its form appearing as 
a whole. 

Professor Lewis’s study is an attempt to trace the economic 
significance of those twenty years. He does this by describing phase 
by phase the stages through which the world economy was passing; 
then by examining broadly the experiments of individual powers 
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seeking to meet the situation as they saw it; and finally by analysing 
the whole period into what he regards as its most vital trends. His 
selection of data presents the period in the form of a lightning 
sketch, and in places he half apologises for his method; but the 
whole is well documented, and any casual reader who imagines the 
result to be superficial has been greatly deceived. Doubtless there 
will soon come a large number of economic studies of this critical 
period, but the present work is likely to be among the best of them. 

At the same time, Dr. Lewis’s general conclusions may invite 
some challenge. His view is that ‘‘there is an ad hoc explanation 
of the inter-war troubles; and that they were not linked either with 
pre-war trends or with permanent long-term trends that must be 
adverse to us in the future’’ (p. 196). His advice is ‘‘to retain the 
nineteenth century goal of expanding both industry and agriculture”’ 
but increasing world economic flexibility ‘‘so that resources may 
move more easily between industry and agriculture’’ (p. 198). This 
may be done by continuing to learn control of the economy and 
building up the machinery of international co-operation, presumably 
by such methods as the (now rejected) plan of Lord Orr for world 
food control. 

The reviewer admits disappointment here. Even from the out- 
line in the first sections of the Survey a less optimistic conclusion can 
be drawn. Dr. Lewis divides the period into three parts. From 1919 
to 1925 the economics of all nations were directly overshadowed by 
actual reconstruction problems. Although the years 1925-9 were 
apparently prosperous, below the surface were the unsolved prob- 
lems springing from the universal dependence upon the unstable 
economy of the U.S.A., and the inability of other powers to gear 
their economies to each other. Finally, the period of the great 
depression and after is not to be explained by its immediate origins, 
which (as the writer points out), were no more severe than the 
origins of earlier slumps, but rather to the collapse of primary 
prices in 1930, which was partly a direct war casualty and partly the 
result of this underground maladjustment. 

From this it could be simply argued that the dominant aspect 
of the period was the inability of the world economy to adjust itself 
after the war. Exchange difficulties, trade vicissitudes, and all the 
other signs of the times were indications that national economies, 
cut off from each other during the years of war and its aftermath, 
had changed so disproportionately that no attempt to restore a related 
world economy could succeed. The defeatism that drove each 
unit to seek a solution in vacue might have been partly concealed 
by the years of apparent recovery, but the new disaster of 1939 was 
its inevitable outcome. The fathers ate sour grapes and the children’s 
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teeth are still on edge. The second world war, itself the product of 
disequilibrium, has further destroyed the hope of balance; the 
machine has broken down. 

This is what the facts set out so clearly in the Survey suggest 
to the reviewer; Professor Lewis prefers a happier alternative. It is 
to be hoped that his suggested solution, if tried, will prove to be the 
right one. 

WILFRED DOWSETT. 


World Economic Report, 1948 (United Nations, Dept. of Economic 

Affairs). Pp. xix + 300. 15/- stg. 

The growing economic interdependence on a world scale and the 
present day interest in economic affairs combine in making the need 
for a good world economic survey an imperative one. The task of 
preparing such a survey is hardly enviable and the enormous diffi- 
culties in obtaining and gathering relevant data could be overcome 
only by a world-wide organization commanding the membership and 
confidence of all or at least of the most important countries in the 
world. . 
The Department of Economic Affairs of the United Nations 
Organization had everything necessary to prepare an excellent world 
economic survey. It had at its disposal an ample and able staff, 
facilities second to none for obtaining statistical data, no financial 
difficulties and no need to fit the statistics and the comment into 
some sort of governmental policy programme. In addition it had 
the example of the excellent Economic Survey of the League of 
Nations and a proven ability to publish good regional surveys of which 
a number has recently appeared. 

It is therefore with surprise that one finds the World Economic 
Report so inadequately prepared and so much nearer to a failure 
than to the expected success. At the risk of repetition of what others 
have already said I would add that what this report needs most is 
a guiding hand which would impress some sort of definite character 
upon it, the thing that has been achieved in some of UNO’s earlier 
reports. Instead of repetitious comment and data supplied by 
different bureaux and organizations one would prefer to see a truly 
comprehensive survey of the world economic situation and a proper 
attention to major economic problems in order of their importance. 
All this was aimed at (p. iii) but scarcely achieved and a straight 
book of statistical data could probably have served better for many 
purposes than the publication in our hands. 

Actually the comment is too often irrelevant and too often it is 
limited to an explanation of clear enough figures. The effective 








160 THE ECONOMIC RECORD JUNE 


utilization of valuable data often otherwise unobtainable has been 
made so difficult by the mysterious lack of an index that the value 
of the report as a reference book becomes almost doubtful. 

An exception must also be made to the treatment of Soviet 
and Soviet-satellite statistical data. This is a United Nations publica- 
tion and obviously it has to preserve far-reaching impartiality but to 
accept as bona fide the data to which scientific accuracy most experts 
object and not to supply at least a mild warning is to give a recognition 
which such data can be hardly supposed to deserve. One kaows 
only too well that Soviet indices of production and national income 
must correspond to Communist Party’s requirements and they have 
been classified by competent students of Soviet economy as ‘‘ inaccurate, 
incomparable and defective.’’ Put besides British and American 
statistics the Soviet data could easily mislead less critical readers 
into belief that Soviet achievements in the economic field are much 
greater than those of other countries. 

On the other hand to give a mere 28 lines to international effects 
of the organization and tightening of the ‘‘rouble bloc’’ is a grave 
injustice since the problem of East-West trade deserved at least a 
few pages of data and appropriate comment. Other omissions are 
no less serious. The problem of U.S. surpluses of food, cotton, etc., 
is hardly raised and when surpluses are discussed one questions the 
accuracy of judgment. At least the comment on wheat (p. 9) is not 
supported by the experience of the Australian Wheat Board. 

There is practically nothing on strikes and industrial disputes 
although their importance in 1948 is obvious. There is also no mention 
of the very interesting relative decline in days lost in disputes in 
comparison with post-World-War-One situation in some countries 
like Sweden and United Kingdom (for U.K. between 1919-21 a total 


of 147 million days, between 1946-48 only 6.6 million). One looks in © 


vain for such an important and self-explanatory table as the one 
showing output per head (in, say, dollars of 1938 purchasing power) 
in a number of countries. There are gaps in the dollar-shortage analysis 
and nothing at all on free-currency markets or on the unholy growth 
of speculation and its economic consequences for some countries, 
especially in Europe. 

As an example of weakness we will point to the chapter on the 
Middle East. It contains no information on problems of such prime 
importance as unemployment, trade union movements or economic 
effects of the boycott of ‘‘Zionist’’ goods. It attributes delays in 
promoting progress to poor harvests and the Palestine conflict although 
the social structure and the existing economic machinery have had 
immeasurably greater influence. It quotes highly unreliable statistics 
and in at least one place it selects for presentation the most criticized 
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cost of living index although a choice of several others was obtainable. 
The selection of Beirut’s C.0.L. as representative for Syria and 
Lebanon is ridiculous. 

That all this is interspersed by some valuable data and some per- 
tinent comment is a small consolation indeed. One has the right to 
expect the United Nations to produce a volume which though not 
entirely flawless would nevertheless be as near success as possible. 
The volume under review does not measure up to our expectations. 


M. J. GROBTUCH. 


Urban Land Economics. By Richard U. Ratcliff (McGraw-Hill Book 
Company Inc., New York, 1949). Pp. xii + 533. $5.50. 


Professor Ratcliff teaches at the University of Wisconsin, long 
notable for its contributions to the theory of land economics. He 
has produced a text book which promises to become a standard 
work on urban land economics. It is almost certain to achieve this 
status (albeit of rather pedestrian quality) in respect of the institu- 
tional processes associated wtih the determination of the use of 
urban land; but is rather less likely to remain unchallenged in its 
theoretical content. 

The author develops as thesis the view that ‘‘the determination 
of urban land use is a market process. The use that is made of each 
parcel is the result of economic competition among alternative uses. 
Thus the processes of city growth are economic processes and the 
pattern of land use is the product of the urban land market. Accord- 
ingly, the major divisions of the primary subject matter in this 
book are demand, supply and market interactions.”’ 

Despite a very considerable volume of material which is hardly 
more than descriptive of relevant United States institutions, the 
author manages to keep the thesis before himself and the reader, 
chapter by chapter. In his further work in this field one might 
reasonably look to the author for more land economies theory and 
rather less of the institutional framework operating in the United 
States. It would be valuable, for example, to have Professor Ratcliff 
examine the validity of his thesis under conditions of increasing 
State interference in market processes, not excluding the land economics 
of socialist countries. 

The teaching economists will be most interested in the chapters 
most largely devoted to theory. One of these is Chapter 12 which 
deals with ‘‘Land Income and Value.’’ It is a useful chapter in 
elementary land value theory, even though, or perhaps because, 
it does not present hosts of equations and curves. It notes some 
differences between urban and agricultural lands but these are 

F 
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probably rather less important in the processes of their valuation 
than in the form of their use. The inherent and destructible qualities 
of agricultural land are more significant than for urban land. In the 
latter case location is the dominant but not sole basic factor in 
considering its use. In both cases, however, the market value for 
land tends, with wide variations about the tendency, to approximate 
that which is supported by its ‘‘highest and best use.’’ This use 
‘‘simply describes that form of land development for a given site 
which, in comparison with alternative development schemes, will 
justify the highest payment for land (either as contract ground rent 
or purchase price) when the cost of buildings and improvements is 
assumed at a given amount’’ (p. 356). This concept is well estab- 
lished in Australian law (cf. Collins: Valuation, Compensation and 
Land Taz, 3rd Edition, p. 51). 

It would seem that urban land valuation involves the same 
vexations and complexities as rural land valuation. Market value 
and ‘‘highest and best use’’ have a relationship which is clearer 
in theory than in practice. For in practice, the causal factors will not 
conveniently stay constant. For this reason professional urban land 
valuers (and all students of the Federal Institute of Valuers) will 
find this book of considerable interest. It sets out the many problems 
of theory and practice which are met in arriving at land values. While 
the setting is American, the parallels in Australia are not difficult 
to find. I hope the book will become well known to Australian 
valuers for the Australian literature on the subject of urban land 
economics is not very extensive. 

Finally, that growing class of persons interested in decentraliza- 
tion as a means of putting brakes on the growth of large metropolitan 
areas by spreading the processes of urbanization to centres in rural 
areas would learn much from this book of the reasons why urban 
areas develop as they do. Without this understanding, decentralization 
as a policy may be more wishful thinking than realistic. 


J. G. CRAWFORD. 


The Agrarian Problems of Madras Province. By V. V. Sayana (The 
Business Week Press, Madras). Pp. xii + 332. Rs 12/8 or £1 stg. 
The author describes, among other things, the systems of land 

tenure in Madras Province, the loan market, the distressing poverty 

of the agricultural labourers, the inefficiency of production arising 
from lack of secure tenure in many cases, and recent legislation 
dealing with agricultural problems. 

The subject is of considerable interest to economists, geographers 
and historians. There is much information in the book but it is 








i iS a ee i Oe ee a ~~ 


ee a a 


Za- 
an 
ral 
an 
ion 


he 
tg. 
ind 
rty 
ing 
jon 


ers 
pa 





1950 AGRARIAN PROBLEMS OF MADRAS 163 


not well presented. One striking example of carelessness is found 
in his explanation of compound interest on page 161, which contains 
an error in the quotation of the compound interest formula, an 
error in logic, and a mistake in arithmetic. His reputation would 
have been better if he had not made this excursion into mathematics. 

The English is far from perfect; there are some Indian words 
used where common English words would have sufficed, and the 
glossary of Indian words is not complete enough for easy reading 


by English readers. J. K. GIFFORD. 


Neue Deutsche Agrarpolitik (New German Agricultural Policy). By 
Willy Neuling (Verlag J. C. B. Mohr (Paul Siebeck) Tubingen, 
1949). Pp. 250. D.M. 9.80. 


In the first part, dealing with the foundations of German 
agriculture, the author, professor of economics at the University 
of Hamburg, discusses the decisive changes in the past, i.e., Germany’s 
transition from an agricultural to a manufacturing country, her 
dependence on imports, the gradual progress of peasant holdings 
compared with big estates, the growing importance of livestock breed- 
ing, finally the consequences of the two lost world wars. The second 
chapter is concerned with natural conditions, the third with ‘‘ political 
distortions.’’ Government measures were one-sided in favour of large- 
scale landholders, as opposed to peasants. This bias applied to agri- 
cultural education, rural credit, legislation permitting unrestricted 
partition of small holdings into unviable parcels, while rigidly pro- 
tecting aristocratic entailments, particularly in East Germany. Serf- 
dom had given way to peasant emancipation, but again in a manner 
most helpful to the big landowners, the East-Elbian ‘‘Junkers.’’ 

The second part examines the various epochs of German agrarian 
policy: The Junkers’ rule before world war I, the ‘‘faulty’’ develop- 
ment since 1924 (stabilization of the German currency) : increasing 
indebtedness, particularly of the eastern grain and potato-growing big 
estates, very small progress of agricultural settlement; the struggle 
against the agricultural crisis (1929-33) ; the Nazi attempt to attain 
autarchy before and during world war II. However extensive had been 
the changes in German agriculture, they did not affect the pre- 
dominance, the feudal privileges and the enormous political influence 
of the East German big landholders. In fact, what the author does 
not mention, it was mainly with the active help of the Junkers that 
Hindenburg was induced to dismiss the last non-Nazi Prime Minister 
(Reichskanzler) von Schleicher and to replace him by Hitler in 1933. 

The most essential part of the book under review is its third part: 
“The tasks of German agriculture.’’ The German collapse of 1946 
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has forced 12 million Germans from Eastern Europe, including 
those from the Polish-occupied part of the former Reich, to take 
refuge in what remains of Germany which is now more densely 
populated than ever. This compels agriculture to increase its 
productivity to the utmost. Everything raising this productivity is 
to be encouraged. Most intensive cultivation is required which 
largely depends on the relationship between prices of plant and 
animal products, and on the size of the individual holding. Most 
important is the effective demand for agricultural products in 
various zones. There is a survey of a number of reform schemes, 
mainly concerned with the ‘‘normal’’ size of the holding and with 
mechanization. These schemes are on the whole based on the ‘‘land 
reform’’ in the Russian zone of Germany. This and the less radical 
measures taken or planned in the western zones are briefly outlined. 

The next chapter, a ‘‘Thiinen! Plan,’’ sets forth the author’s 
own scheme; it is the core of the book. Types of cultivation are to 
be aimed at which are nearer to the markets. This means greater 
share of hoe crops and other intensive cultures, increasing of live- 
stock breeding in accordance with the output of fodder; reconstruc- 
tion of the prices system ; compulsory reduction of the size of holdings; 
new settlements which can produce a maximum for sale, clearing of 
forests to provide for more settlements; strengthening of communal 
arrangements, co-operatives and economic advice; diversion of im- 
ports to fodder crops and oil seeds. All these measures should 
start as early as possible, ten years will be needed for partition of 
land and settlement, another five years to reach normal productivity. 
Details are given of the envisaged price relations, how much land 
medium and big landholdings will have to surrender (according to 
climate and zone), the increases in productivity (milk, beef, pork, 
vegetables and fruit) to be effected. The value of the land surrendered 
should be retained as the holder’s contribution by the Government 
to a capital levy. 

The last chapter deals with the implementation of the ‘‘Thiinen- 
plan’’ which requires centralization to ensure similar price relations 
in the whole of Germany, but decentralization in most other respects. 
Market arrangements must be elastic to obtain equilibrium between 
demand and supply, to organize storage, the unavoidable imports, 4 
much more specialized production, a reinforced fodder basis by 
extending the growing of hoe crops and field fodder, such as clover. 
Sugar-beet production should be assisted, in livestock breeding cows 
and pigs are of paramount importance. Finally most intensive 
settlement is needed. 


1, Named after J. H. von Thiinen: ‘The Isolated State” (1828). 
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The book under review, however problematical its suggested 
positive solution may be, is a very interesting attempt to probe into 
the agricultural aspect of the German collapse and into the enormous 
tasks of reconstruction, although they may be easier in the range 
of agriculture than in most other fields. F. SCHNIERER. 


International Control of Sugar, 1918-1941. By B. C. Swerling aud 
ford University Press, 1949). Pp. 69. $1.00. 


This booklet is No. 7 of the Series of Commodity Policy Studies. 
The title suggests an historical study of international control of 
sugar, but in fact only three out of eight chapters deal with control 
schemes. These three chapters tell a fairly well-known story, and 
tell it well and clearly, but even more interesting is the general 
account of the peculiarities of sugar production from the economic 
point of view. 

Sugar production is faced with almost every economic difficulty 
which any agricultural product can face, and usually in an exaggerated 
and intractable form. In the first place it can be grown over a very 
much wider area than it is at present, most areas could increase their 
production many times over with ease. In the second place it can be 
produced from the tropical-plantation cane, or the cool temperate 
small-farm beet, thus involving two totally different types of cost 
structure. Beet sugar appears to be dearer to produce than cane 
but it is heavily subsidized, forms a valuable part of the farmer’s 
crop rotation scheme in many areas, supplies a valuable by-product 
cattle food, and its cultivation tends to improve the soil. Farmers 
have, therefore, motives apart from the price of sugar which tend to 
keep them in production even when the prices fall. 

Cane sugar supply is also inelastic in the short run because it 
is so often the only crop of growers in the area and ‘‘sugar exports 
are the mainstay both of foreign trade and the domestic economy,”’ 
thus falling prices do not tend to bring about an immediate reduction, 
perhaps may even lead to greater effort going into production. 
Increased prices on the other hand are slow to stimulate production 
because of the inability of established mills to deal with more cane 
during the comparatively short cutting season. If new mills and 
refineries are set up they involve much capital and a high fixed 
cost which demands a large flow of cane for the season and thus a 
large increase in acreage. Sugar production thus represents ‘‘a 
rigid economic system, heavily dependent on large volume, and one 
that promotes regional concentration on a single crop.’’ 

As a result of these and other factors, sugar areas have many 
times become desperate problems for governments and sugar is now 
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a striking example of a commodity which is grown where it is as a 
result of economic policy either tied to a protected export market 
or grown solely for a protected home market. The advantages of 
superior geographical environment or efficient low cost production 
cannot be reaped. Java ‘‘admittedly the most efficient producer in 
the world,’’ lost market after market, in Holland, U.S.A., India, and 
Japan, because of these markets being closed in favour of home 
production or trade agreements elsewhere, so that in 1936 Javanese 
exports were actually below 1905 level. Cuba has very much the 
same story and is now hopelessly dependent on an _ insufficient 
U.S.A. quota. 

Thus the prosperous cane-growing areas—and none of them are 
outstandingly prosperous—are those which are safely tied to their 
market, rather than those which are geographically well placed or 
unusually efficiently conducted. In the past few of the protected 
markets proved safe in the face of very low prices on the small ‘‘free’’ 
market and there is probably no commodity which has shown such 
sudden and violent changes in production areas and export and 
import pattern. The details of the international marketing position 
1918-41 bring this out very vividly, and if more widely known 
might dissipate some of the optimism generated in Australia as a 
result of the reported agreement for increased purchases by the United 
Kingdom, and the expansion in production which has taken place 
since the war. The consternation in the West Indian areas which 
have always exported to the United Kingdom market, at the news 
of an Australian agreement being made before their own, is a 
measure of the competition which must be faced from one quarter, 
while the greatly increased production of beet by the subsidized 
farming in Britain itself, suggests another. No-one who examines 
this succinct account of Swerling’s of the economics of sugar production 
ean feel very happy about expansion of sugar growing in Australia 
and the heavy dependence on it as the main industry of tropical 
Australia. 


M. BAYNE. 


Balance of Payments Yearbook, 1938-1946-1947 (International Monet- 
ary Fund). Pp, 383. Cloth $5.00, Paper $4.00. 


This Yearbook is the first of a series to be published by the 
International Monetary Fund. It is a successor to the League of 
Nations Balance of Payments series which was discontinued in 
1948, but it endeavours to present more material and in a manner 
more useful to the Fund from the standpoint of international ex- 
change problems. Part I consists of an explanation of the reporting 
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procedures of member countries together with a discussion of the 
concepts of ‘‘compensatory official financing’’ and ‘‘fundamental 
disequilibrium of a balance of payments.’’ The difficulties of defining 
these terms to make them statistically practicable have been so fully 
recognized that the approach is so far described as ‘‘frankly experi- 
mental.’’ Part II lists the balances of payments of member countries 
for 1938, 1946 and 1947, although in some cases, e.g., China, the 
years vary. Where possible the data are also presented to show the 
extent to which monetary authorities have engaged in compensatory 
official financing in individual countries and in currency areas. 
Such information, however, is not yet available from all members, 
but is likely to be forthcoming in the future. 
M. RONALDSON. 


Balance of Payments of Nigeria in 1936. By Penelope A. Bower 
(Basil Blackwell, Oxford). Pp. 86 + 13 statistical tables. 10/6. 


The author gives a detailed analysis of arguments previously 
presented in her Mining, Commerce, and Finance in Nigeria, pub- 
lished in 1948, which was the result of four years’ research in which 
she was assisted by colleagues at Nuffield College. The picture 
presented here is necessarily a partial one and is to be studied against 
the background provided by the more comprehensive book. 

It is an intensive analysis of the determinants of the balance 
of payments of a country which is an extreme example of the 
dependent economy. Part 1, dealing with the underlying principles 
and the results of the calculation, gives a wealth of detail which is 
marshalled to such effect that the interested reader is given a clear 
view of the working of a most complicated network of influences. 
The section on statistical methods and sources completes a study which 
is aesthetically most satisfying. The net result of the influences of 
Whitehall, Messrs. Lever Bros., Arab traders engaged in export and 
import trade by camel to French territory, ete., are related to the 
activities of working and idling, hoarding and dishoarding, West 
Africans. In other words the net result of the balance of payments 
analysis is related through liquidity and price levels to local produc- 
tivity and standards of living. 

As a ‘‘factual and methodological study for students of colonial 
economies’’ it is a valuable contribution in a field in which students 
are too often fobbed off with ill-founded generalizations. For the 
theorist in economics it is a most illuminating exercise in the appli- 
eation of analytical technique. 

K. A. BLAKEY. 
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Insight into Labour Isswes. Edited by Richard A. Lester and Joseph 
Shister (New York: The Macmillan Company, 1948). Pp. x + 
355. 20/- stg. 


This book consists of thirteen essays contributed by seventeen 
well-known American labour economists, each with a record of practical 
experience in labour problems during the war. The editors point 
out that ‘‘each essay is an independent contribution. No attempt is 
made to ‘co-ordinate’ the essays or to present a common point of 
view. The purpose is simply to present worthwhile analyses or 
investigations of important labour subjects.’’ 

The book is divided into three parts. Part I deals with Labour 
Relations. Seven essays cover a considerable amount of interesting 
ground on management-union problems in the United States. Much 
of the discussion in this section will not apply to Australia with its 
system of compulsory arbitration and its earlier acceptance of trade 
unionism. Nevertheless, there is a good deal to be learnt from the 
methods of analysis adopted by the writers of this section. Two 
important conclusions may be derived from Part I. First, that 
simple generalizations about management-union relations are mis- 
leading. Second, that economic motives are closely intertwined with 
a complicated set of psychological, social and political factors, which 
vary in importance from industry to industry, from place to place, 
and from time to time. 

Part II consists of four essays on Wages and the Labour Market. 
Students of wage theory will find a good deal of food for thought 
in this section. Lester points out in his most interesting essay, 
‘*Results and Implications of Some Recent Wage Studies,’’ that 
‘‘explanations of wages and wage changes have been highly mechanistic. 
Commodity market concepts are rigidly applied to labour markets; 
wage theory is regarded merely as part of price theory. Allowance has 
not been made for the marked differences between employers’ wage 
and employment policies and their policies regarding commodity 
prices and purchases. Lack of an adequate theory of human behaviour 
in the workship and in the labour market has resulted in neglect 
or insufficient recognition of the importance of workers’ reactions 
to wage payments, of management’s response to wage changes and 
of company and union wage policies’’ (p. 197). After considering 
the inadequacy of economic factors to explain the actual size and 
changes in wage differentials between occupations, firms, industries, 
and regions, Lester suggests that ‘‘equilibrium’’ analyses of wage 
rates should give way to a ‘‘range theory’’ of wages which would 
permit consideration of vital non-economic and institutional factors 
in the labour markets. 
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The arguments in this section forcefully emphasize the need for 
considerable modification in traditional wage theory. ‘‘The mar- 
ginal productivity doctrine had swallowed collective bargaining with- 
out a second glance at its indigestible contents, with the result that 
reasoning about the effects of wage increases on the one hand, and 
of union rules on the other hand, went on in more or less separate 
compartments with little cross-fertilization from one to the other’’ 
(N. Belfer and G. F. Bloom, ‘‘Unionism and the Marginal Produc- 
tivity Theory,’’ p. 239). 

Part III, called ‘‘Labour and Full Employment,’’ consists of 
two essays. E. Forsey deals with the question whether, under full 
employment freedom of bargaining must give way to a general wage 
policy laid down by some central organization. In the last essay 
of the book, C. D. Long attempts to discover, with the aid of statistics, 
whether the aggregate labour supply has been responsive to income 
changes and variations in the level of activity. He finds that these 
factors have probably not influenced the aggregate labour supply. 
This conclusion is of significance to planners and forecasters because 
‘if the labour force should prove to be relatively unfluctuating under 
changing economic conditions, its size in years hence could be approxi- 
mated with no more than moderate error by projecting into the 
future the slowly changing structure of the population in the past’’ 
(p. 354) . 

Those of us who have been satisfied with the simplicity of 
traditional wage theory will find much in this book to disturb and 
stimulate the mind. These essays also stress the need for research 
into Australian labour problems about which so little is known. 


J. E. ISAAC. 


Year Book of Labour Statistics, 1947-48 (International Labour Office, 
Geneva, 1949). 15/-; $3.00; 12 Swiss franes (paper). £1; $4.00; 
16 Swiss franes (bound). 


This publication is now in its tenth edition. Covering approxi- 
mately sixty countries (including Australia and New Zealand) it 
sets out, in summary form, official statistics in relation, inter alia, 
to population, employment and unemployment, hours of work, wages 
and labour income, cost of living and retail prices, family living, 
social security, industrial injuries, and migration. As a work of 
reference the issue is highly useful, and there is reason to be grate- 
ful to the International Labour Organization for the exacting effort 
that its compilation must have entailed. 


ORWELL de R. FOENANDER. 
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Indian Industrial Labour. By T. N. Rastogi (Hind Kitabs Ltd. 
Bombay, 1949). Pp. iv + 235. Rs 8.8. 


The author, in a scientific yet keenly sensitive manner, analyses 
the economic and psychological factors which have led to unrest and 
strife within the Indian Labour body and between this and Capital. 

The tables on wages and the appendices on legislation are most 
instructive. Chapter five (Industrial Housing) and six (Wage 
Structure in Industry) are, from the Western viewpoint, the best. 

The reviewer, however, feels that the author should have placed 
greater emphasis on the incoherence of the Indian masses, due to the 
effects of cultural-religious and sociological factors as well as to 
those of an economic type. The educated Indian reader may be 
aware of them. It is suggested that, in many cases, they are misunder- 
stood by, and even unknown to, our students. A second edition with 
slight amplifications on the lines just suggested would make the 
book of still greater interest to Westerners. 

From Mr. Rastogi’s description of the actual conditions of 
industrial labour on the one hand, and of legislation on the other, 
one is led to conclude that a great many of the enactments passed 
in recent years, to protect Indian labour and its price, are, in 
actuality, scraps of paper. How so? 

This is one question to which the author, for the benefit of 
Western readers, and even of the Indian, should have given more 
attention. 

Can it be that the legislators have not been sufficiently realistic 
in restricting the scope of their laws by taking into consideration, 
firstly, that the present Indian Civil Service is insufficiently trained, 
secondly, that it is inadequately staffed to enforce rules and regula- 
tions and, thirdly, that the Indian masses need ‘‘educating’’ in the 
plainest meaning of the word? It is undoubtedly education which, 
after food, is sorely needed in India as in other Asian countries. 

Mahatma Gandi once said: ‘‘ . . . if the people help themselves, 
then politics will take care of themselves.’? But how can the people 
help themselves when they lack the physical and intellectual strength 
to do so? Furthermore, legislation is useless if the people are 
unaware of the modern meaning of Law. 

Mr. Rastogi states that: ‘‘Trade Unionism in India has unfor- 
tunately not been conducted along wholesome channels. Labour 
leaders are mostly outsiders, professionals and public men, politicians 
and social workers. With a few exceptions, such leaders have little 
knowledge of the highly complicated technicalities of industry’’ (p. 
132). In reading this and other statements, which show Mr. 
Rastogi to be acutely aware of the difficulties besetting Industry, 
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one feels that Indian Labour leaders are not alone in holding un- 
realistic views—Governmental heads seem to suffer from the same 
failing. Both are going the wrong way in their attempt to cope 
with the real causes of unrest, namely, lack of food and illiteracy. 

Idealism finds it difficult to be born out of an empty stomach 
coupled with intellectual vacuum. 

The only reaction is then one of brute, irrational foree. Under 
such circumstances it is merely wishful thinking to say that Labour 
should work ‘‘shoulder to shoulder with management’”’ (p. 133). 
Such a statement exposes Mr. Rastogi to a twofold danger—of 
falling within the ranks of those leaders whom he has justly criticized 
for their unrealism, and of building a case against those who cannot 
defend themselves. 

It took the West nearly two centuries to achieve, shall we say, 
an armed peace between Labour and Capital. But consider that 
Western Labour was politically mature. It will be many years 
before the Indian masses will rise to the same level. Furthermore, 
in the West caste divisions were almost completely absent and indus- 
trialization came gradually; the worker grew with it and he seldom 
suffered the hunger which is being experienced by his Indian counter- 
part to-day. 

Indian Labour, all at once, has been presented with a fait 
accompli. It has had to swallow industrialization without realizing its 
meaning, yet suffering its harsh consequences. Lately there has been 
a gradual awakening to the fact that the spindle and the loom, now 
covered by dust, are idle because of the machine in the new mill. 
That idleness has created hunger—clashes between old and new 
ideas. It has partly destroyed many customary ways, as for instance, 
by emancipating the woman and, thus, affecting traditional family 
life and family relations. It has fostered the demand for wants never 
before experienced, a demand which it is impossible to satisfy at a 
wage so low that it cannot even cope with bare subsistence needs. 
Dissatisfaction and resentment have raised their ugly heads: Is it to 
be wondered then, why the Indian masses have revolted ? 

Mr. Rastogi has written a good and sound book. But even 
though he claims to have based his observations on practical experience 
(Preface, p. iii), the final result is not sufficiently realistic. In his 
suggestions as to methods by which to bring about healthy labour- 
capital relations, the author has tended to be slightly visionary and 
too far ahead of the Indian times. 

One fervently hopes that Mr. Rastogi’s suggestions will eventually 
be put into practice. It will then be a happy day for India. But 
the present situation must be dealt with by more basic, quicker and 
less complicated methods. 
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It is not out of place to quote Louis Fisher who wisely remarked 
that Asia: ‘‘ ...is so hungry, ragged, and unhappy that it thinks 
with its stomach, sees with its nakedness, and feels with its misery.’’ 


CHARLES GAMBA. 


Local Government Areas, 1834-1945. By D. V. Lipman (Maemillan 
and Co. Ltd.). Pp. 506. 25/- net. 


This study of local government areas in England is a notable 
addition to the many texts on local government which have been 
published since 1945, for, as Professor Leonard White has pointed out, 
little attention, if any, has been given in the past to the geographic 
areas of public administration. Despite this neglect, however, the 
defining of the most desirable areas of local government is certainly 
the first and perhaps the most difficult problem which must be over- 
come in any attempt to reform local government. In Australia the 
communal interest in local affairs and administration engendered 
by greater and more active local government can do much to offset 
the apathy which must inevitably follow the increased centralization 
of powers in the Federal Authority. Mr. Lipman’s book will there- 
fore be of especial interest to readers interested in the future of 
Australian local government for, although the facts may differ, the 
general conclusions reached have an equal validity. 

The first 250 pages of the book discuss the changes in English 
local government areas from 1834, the date of the new Poor Law, 
to 1945 when the Local Government Boundary Commission was 
appointed. This section includes the results of much original research 
into the multitudinous authorities for special services which so 
confused the administrative pattern of nineteenth century England. 
Of particular interest also are the attempts of the old municipal 
boroughs to preserve their identit_- with the advent of county govern- 
ment and the modifications which were made to the local government 
structure defined by the Acts of 1888 and 1894 to meet the needs of 
increasing conurbation and the demand for services of an increasing 
technical nature. 

The second half of the book will be perhaps of greater interest 
to the general reader in Australia. It discusses the improvements 
which can be achieved by the complete recasting of local government 
rather than by the reform of the present structure. The relative 
merits and demerits of one and two-tier single and multi-purpose 
administrative areas, greater county boroughs and regionalism are 
discussed and some attention is given to the ingenious scheme for 
local government reform proposed by the Webbs in 1920. Under 
this scheme, the local councillors were to be elected from wards but 
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were to be grouped into different councils for the administration 
of different services. Each council’s administrative area would be 
that which would ensure the utmost efficiency in the service adminis- 
tered. The communal interest in government, which is the distinctive 
advantage of the small local unit, would be thus retained without the 
sacrifice of the efficiency of the larger unit. 

The author’s general conclusion is that the most effective reform 
in the areas of local government in England would be the creation 
of Metropolitan Regions, each Region being grouped around the 
city which is its economic and social centre. The principles to be 
observed and the alternative methods which can be adopted in deter- 
mining such Regions are described and suggest a fruitful field for 
research in public administration in Australia. Once defined, however, 
the Regions must not be considered as static. They must be modified 
as transport facilities are extended and the social habits of the 
population change. The areas of local government ‘‘ . . . exist to 
serve the purposes of local government, they are but means and must 
be so adapted that they can most efficiently serve the ends which it 
prescribes. ”’ 

The book is fully annotated and has, in addition to a detailed 
bibliography, appendices which include a summary of the recom- 
mendations made by the Local Government Boundary Commission in 
1946 and 1947. Besides its use as a text in Public Administration, 
the book can be recommended as having much of interest for the 
layman or the official interested in what is already a major problem 
of local government in Australia. 

J. R. H. JOHNS. 
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To be reviewed. . 
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This book contains all the essentials of English Company Law in 
a summarized and easily readable form. It covers the whole of the 
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reconstruction, and cites all the leading cases of company law. For 
those interested it will provide a basis for a comparison between 
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No. 1 of the new Kiel Studies deals with the European long term 
plan and the American policy regarding it. Striking comparisons of 
Germany’s imports from and exports to the rest of Europe in 1938 
and 1948 are given in a series of four maps. There is also a 
diagrammatic comparison of the economies of West Germany and 
Great Britain, which are approximately equal in size. The author 
claims that through the artificial division of Germany by the iron 
curtain, and the influx of 8 million persons driven from their homes 
West Germany has been artificially made into a second England. 
But she cannot adopt a national plan of isolation, which may suit 
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area, particularly with other European countries. 
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war and post-war features of a modern bureaucracy” and of throwing 
“some light on one aspect of Canadian economic and political develop- 
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